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REFORT OF INDEFENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS EMERGY, TNC.:

We have audited the accompanying consolidated balance sheets of Progress Energy, Inc., and its subsidiaries (the
Company) a1 Decemnber 31, 2007 and 2006, and the related consolidated statemnents of income. comprehensive
income, changes mn common stock equity, and cash flows for each of the three years in the period ended December
31, 2007. These financial statements are the responsibility of the Company’'s management. Our responsibility is o
EXpress an opinion on the financial statements based on cur audits.

We conducted our andits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standands require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement, An audit incledes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also incledes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation, We believe that our andits provide a reasonable basis for our opinion.

[n our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
the Company at December 31, 2007 and 2006, and the resulis of their operations and their cash flows for each of the
three years in the period ended December 31, 2007, in conformity with accounting principles generally accepted in
the Uinited States of America.

As discussed in Note 14 and Note 16 to the consolidated financial statements, on January 1, 2007, the Company
adopted Financial Accounting Standards Board Interpretation Mo, 48 and on December 31, 2006, the Company
adopted Staternent of Financial Accounting Standirds No. 158,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (Linited
States), the Company's internal control over financial reporting at December 31, 2007, based on the criteria
established in Intermal Comrad = fotegrated Fromework issued by the Commitiee of Sponsoring Organizations of
the Treadway Commission, and our reporl dated February 23, 2008, expressed an unqualified opinion on the
Company's intemal control over hinancial reporiing.

faf Deloitte & Touche LLP

Raleizh, Morth Carolina
February 28, 2008
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PROGRESS ENERGY, INC.
CONSOLIDATED STATEMENTS of INCOME

i millions excemt per share data)

Y ears ended Dhecember 31 267 pLEA 25
Operating revenues 153 SB124 7045
Cperating expenses
Fuel used in electric peneration 3145 3008 2350
Furchazed power 1,184 110 1048
Oiperation and maimienance 1,542 1.583 1,770
Depreciation and amerization WS 1.4k Y26
Taxes ather than on inceme 010 SO0 460
Cither Ao £k X
Total operating expenses T 1.237 6, 560
Crperating income 1,56 1. A57 13585
Criber imcome (expense)
Intenest income 34 54 13
Cither, nel 44 [ 1) il
Todal sther ineome T8 43 13
Interest charges
Mt inberest charges (1] a3l 588
Allowance for harrowed funds wsed during consbrucibon {17]) (T (13)
Tuotal interest charges, mel = o808 624 575
Income from conlinuing eperatlons before income tax and
mkpority interest 1,036 i B3
Income tax expense 134 EEE) 295
Income from continuing operations before minority inferest T 567 527
Minerity interest in subsidiaries” income, net of fax (9] (16) {4
Income from continuing operations 6k 351 523
Disconiinued operafions, net of tax (TH%) 20 173
Cumialative effect of change in accounting principle. net of tax - - I
Met income 3504 i | 97
Average commin shares ouistanding — basic 256 230 247
Basic earnings per commaon share
Income fram continuing operations Lyl | $2.20 3212
Dizcontmuved operatons, mel of 1ax 100,74} ik 0,70
Het income 51497 $2.28 §2.82
Driluted earmings per comnien sharo
Income from continuing operations £ £2.20 j2.12
Discominued pperations, net of Tax {074 (L0 0,70
Met income 51.%h §2.25 32.82
Drividents declared per common share 5245 f2.43 3238

Hee Notes to Progress Energy, Inc Consaolidated Financial Siatemenis.



PROGRESS ENERGY, INC.
CONSOLIDATED BALANCE SHEETS

fin mrllrcvws)
Dlecembar 31 il 006
ASSETS
IUsikity plant
Lnility plant in service 515527 21,743
Accumalatad deprecistion (LRSS} | 140, e
Lialivy plam im service, nel 14,432 13,679
Held For Tuune vse £ 1
Comstruction work in progress 1,768 1,252
Muclear fuel, nel ol aneriwaion 371 267
Tidal uility plant, ned 166015 15245
Cwrrent asseis
Crsh nnd cash eqaivaless 255 263
Shodt-term mvestimenls | T
Reeivabies, net 1,137 WAn
Irventory %4 L]
Diefierred fuel cast 154 1596
Dicfermid shooame laxes F A 42
Assels tir be divessed 2 Gty
Prepayments g giher carrenl assels 158 1418
Tedul carrend assels T 1al4
Deferred debits amd olber nssels
Regulalery psscis a3l 1,231
Huclear decoammissioming rust lisids 1584 1,287
Wimcullancous ciher progerty and mvesmenis 445 465
Caondwill LY 3,655
Dervative 513 i b
Ciibeer assets and defemed debils ¥ I8
Todal deferred debits and other assits 6. 5H G EAR
Tudal #sseis 526, 2R $25, 707
CAPITALIZATION AND LIABILITIES
Commos siock equity
Coemon stock without par value, 500 irllion shares autborzed, 260 and
256 million shares ssued o ouistanding, respechively §6.028 35,791
Unearnied ESOPF shares (2 midlios shares) 1574 (=0}
Accummulated oifer compeehemsive loss (L] 4%
Retained camnings T A0S 2 and
Todnl commin stock equaity qAX2 L2RG
Preferred stock of subsidiaries — nof subject to mandaiory redensption 93 "
Minority inbercst Ad 1
Lisg-term debd, affiliate el | 27
Loarg-term debd, nel H.dink B
Taotal capitalization 17336 17,214
Current liahilitics
Current partion of kng-em doi L ]
Shiect=term dil HH
Acoaunts pavabie THY T2
Inseresi acorued 173 171
Divistends declared 1 6l 156
Outomer deposits 55 227
Repulsory linhilies 173 Th
Liabdlitigs 10 be divested 5 248
Incams tases pecrued ] TES
(igher current liabilities 04 [
Totul curremt Hakilities 348 LE2D
Deferred credits amil otber Rabalities
Hancument meome inx labalilses A6l 312
Accumulated defierped investment tay credits L% 13l
Regilmory linbilises .59 2,343
Asger peisrement chlggatans 1374 1,304
Acenaed pension amd otber bernedizs Th3 G5T
Capital bease obligations X T
Crther liahililies anid deferred crodins TR 1h
Total defierred credits omd olber liabdlitles &7 i6h3
Commitments and contingencies (Notes 21 and 22) i
Tutal capitalization an lighélifies 20,206 L1507

G Wotes b Progeess Energy, e Consoladaied Fimmecial Statements,

Liw



PROGRESS ENERGY, [NC.
CONSOLIDATED STATEMENTS of CASH FLOWS

fan mitiors)
Wears ended Decomber 31 2007 TG 200%
Operating aclivities
L income 54 L 1o
Adjustments Lo reconcile net iscome wonel cash provided by cperating activities
Impaitment of &ses - 174
Charges for volaminry enbanced retirensent progmm T . 155
Depreciation med smonizmion 1026 [WE 1,216
Deferrad income 1axes prd investment 1ax credics, net 177 (231} {3441
Dhefizrred Tl cost feredit] s g (3T
Delieered dncome {128) (0] -
Uiher adjustments B nel insoms 124 L] 135
Cih (u3ed) provided by chamges in operating asseis and liobildics
Hectivables (193 TH {170
Inventory [0y [168) (E63)
Prepaymenss and siher cument assets 13 92) {E3)
lincoime Lases, el [Z75) 197 1l
Acicounts pavable [34) L[] 124
iJther current liabililses 150 L3 ]
eher nssels and dzferred dehils [lrnd B &K {TE)
Cher Diskilinies ond deferred crediis [ 58] il
Mef cash provided by npﬂ'lli.l ncirvities 1252 ;_,I:l{l'l 1 467
Investimg nchvities
Cirnss property addilnoes {1.573) {1,573 [1,303)
Huoclear fuel addations (=] [114) [Py
Proceeds from sales of desconiimeed operalions ad other 482213, nel of cash divested 675 | 55T 475
Purchases of available-Toe-sale secwmlics aml olfér investments {1413} (2452 13.085)
Proceeds from sales of avalable-loe-sale securtics and olbser investmenls 1452 2631 3545
(eher mvesding activilivs 3 1Z3] (L
Met cash (msed) provided by investing acrividies {1ASTh ixr WAEEN
Financing setivirics
lssamanecs of commos slock 151 155 208
Tavidends paid om commen siock {7} 1607 (382}
Proceeds from isauan: of shom-term deba with onginal matendies greater than 9i days 176 -
Wl miriiss (doaeiss) m shan-term debi 25 11733 [ 505)
Proceeds fiom sauanse of loag-sem debd, net T ELH 1542
Teeticement of losg-term deb {324} {2300 (64}
Cther fisancing aclivaics 85 ] 52
Ml cash provided (used) by linancing activities 194 {2458 227
%et (decrense) inerease in cnsh amd cash cqwivobents 1L {340 S5
Cash and cash eguivalents al I:-:-E_u_l_:_l_g uf year 264 505 55
Cash and cash equivalents at end of year 5255 §ans b L]
Supplemesial disclosures
Cash paid duneg the year
Trvteenest {pset of amoum capimlized) H585 1 4645
Incomie iaes dret of refands) 176 1Y (]
Sugnificas noneash ransscions
Capatal lease ebligation incurned 182 a4
Moie receivable for disposal of ownership inierest in Cenedo 45
Phonich propey siditons acerued for as of December 31 A2 231 R[]

See Notes to Progress Energy, inc. Consolidated Financial Slatements,



PROGRESS ENERGY, IMNC.

CONSOLIDATED STATEMENTS of CHANGES in COMMON STOCK EQUITY

Accumulated Tatal
Common Siock Linearmed Limearned [her Camman
Citgianding Rlesiricied ESOP Comprehensive Betained Stock

fire milliues) Sharcs  Amount  Shares  Shares  (Loss)lncome  Eamings  Equity
Balance, December 51, 2004 247 55,360 5013) 3(76) L{164) L T £7.613
Blel moame - - - = 97 Gy
Other comprehensive imcome = £ = Gl = fll
Comprehensive incoms 737
Issuance of shares 5 195 - 155
Presentation reclassification =5FAS Mo,

123R adeption (13 13 - -
Stk eptions exercised i = - = = f
Parchase of restricted sock {83 = = = = (8h
Allecation of ESOF shores 12 - i3 - L
Stock-hased compensation expense 13 - - 13
Diividends (£2.38 per share) e = = _ g {3R9) _ (389
Balance, December 31, 2005 252 5371 = (B3} (104} 1634 LIKE
Met income - - = - i | |
Oither comprehensive loss - - - (B8 £ {18y
Comprelensive incoms 533
Adjuszment to initialiy apply SFAS

Mo, 138, net ol tax - 73 - T3
Issuance of shares 1 0 - - - - T
Siock options exercised 113 - - - 15
Purchase of resiricted stock B} - - (5}
Allocation of ESCF shares 13 = 13 ~ i = 26
Snck-hased compensalion expense 3 - - - — 30
Divilends (£2.43 per ghare) = = - — - [LANN] (RN
Balance, December 51, 2006 156 5791 - =] (49 1.5 B.286
Met imcome - - - = 504 S04
Oriher comprehensive income - - - 15 - 15
Comprehensive inceme 519
Adjustment to initially apply FASE

Interpretation Mo, 48 = = - {2h (2}
Issmamce of shares 4 46 - - - - 46
Atock options exercised 1G5 - - - - 105
Alpcation of ESOF shares 15 - 13 - - I8
Stock-lazed compensation expense T - - - - i |
Dividends (32.45 per share) - = - = [LELY] {631}
Balance, December 51, 2007 ik S 028 S ST (MY 52465 SE421

See Neovex to Progress Energy, Inc. Consolidated Financial Sratemeniz.



FROGRESS ENERGY, INC.
CONSOLIDATED STATEMENTS of COMPREHENSIVE INCOME

fim mudiiong)

Years ended Decembser 31 a7 HHs 20HI5
Met income £504 £571 F657
Criher comprehensive income {loss)
Reclassification adjusiments included in nel inconse
Change i cagh flow hedges (net of tax (expense) benefin of 303, $28 and 5026,
respeciivedy) 4 [} 44
Foereign currency iranslation adjusimenis included in discontinued operations - - (i}
®Einimrm pu:nsi.-:ln lizhilaty adpstment meluded in discontinees] np:ralinrui inet of tax
expense of £15 = - 1
Change an unrecognized dems for pension and other postretinement benefits (et of 1ax
expense of £1) 2 - -
HMet unrealized {bosses) goins on cosh flow hedges (nei of tox bensfit (expense} of 58,
516 and F(26), respectively] {E3} {23} 37
Mel unrecognized ilems on pension and olbier pestretirement benefics {net of 1ax
expense of $16) 23 - -
Simimum pension liability adjustment (net of tax (expense]) benefid of 50300 ond 522,
respectively) - 44 (19]
Other (et of tax benelit (expense) of 33, 8- and 8 1)L respectively) il 3 1
___ Drther comprehensive income {loss) 15 {18} 60
Comprehensive income 1519 333 5757

Bes Notes to Progress Energy, Tnc. Consolidated Financial Statements.



REPORT OF INDEFENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF CAROLIMNA POWER & LIGHT COMPANY
dba PROGRESS ENERGY CAROLINAS INC.

We have audied the sccompanying consolidated balance sheets of Carslina Power & Light Company &b Progress
Encroy Carolinas, Inc. and its subsidiaries (PEC) at December 31, 2007 and 2006, and the related consclidated
statements of income, comprebensive income, changes in common stock equity, and cash flows for each of the three
vears in the period ended December 31, 2007, These fnancial statements are the responsibility of PEC's
management, Our responsibility is 1o express an opinion on these financial statements based on our audirs,

We conducted our audits in accordance with the standards of the Public Company Accounting Owersight Board
(Linited 5tates). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. PEC is nod required o have, nor were we
engaged 0 perform, an awdit of its internal control over financial reporting. Owr audits inclede consideration of
internal contral over financial reporting a5 a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion en the effectivensss of PEC s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining. on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and szignificant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our epinion.

In owr opimion, such consolidated Nmancal statements present Tairly, m all material respects, the Tnancial position of
PEC at December 31, 2007 and 2006, and the results of s operations and its cash flows for each of the thres years
in the period ended December 31, 2007, in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Notde 14 and Node 16 10 the consolidated Nnancial statlements, an Jansary 1, 2007, PEC adopied
Financial Accounting Standards Board [nterpretation Mo, 48 and on December 31, 2006, PEC adopted Staterment of
Financial Accounting Standards Mo, |58,

fs! Dreloatte & Touche LLP

RKaleigh, Morth Carolina
February 28, 20608



CAROLINA POWER & LIGHT COMPANY d'h'a PROGRESS EMERGY CAROLIMNAS, INC.

CONSOLIDATED STATEMENTS of INCOME

{ir millians )

Years ended December 31 007 206 2005
Operating revenues 54,385 $4,086 3,991
Crperating expenses
Fuel used in eleciric generation 1,351 [,173 1,036
Purchased power 302 334 354
Orperation and maintenance 1,024 430 941
Drepreciation and amortization 519 571 6l
Taxes other than on income 192 191 178
Other 2 - (100
Total operating expenses 3dle 3,199 3,060
Operating income Qi BR7 il |
(ther income (expense)
Inlerest income | 25 g
Crther, Tiet 16 25 (15)
Total viher income {expense) 3 50 (7
Intercst charges
Imierest charges rf ] 217 197
Allowance for borrowed funds used dunng construction {5} {21 {51
Total interest charges, net 210 215 192
Income before income tax 796 122 132
Income tax expense 295 265 239
Net income 201 457 493
Preferred stock dividend requirement 3 3 3
Enrnings for commaon stock F498 B454 5490

See Novey o PEC Consofidated Financial Sfafemens,



CAROLINA POWER & LIGHT COMPANY d'b'a PROGEESS EMERGY CAROLIMNAS, INC,
CONSOLIDATED BALANCE SHEETS
{in mitlipng)

December 31 il 20
ASSETS
Utility plamt
Ltility plant in service SIE017 514, 350
Accumulated depreciation {TA8T) (6,408 )
Ulility plant in service, ned B 020 7048
Held for future nse 2 i
Coansruction work in progress Bhb a7
MNuclear fuel, pel of ameriization 292 2
Twtal utility plant, net A A%0 8777
Current assets
Cash and cash eguivalens 15 Tl
Shori-term investmenis 1 3
Receivables, net 472 473
Recoivables fram affilated unmparti:x 42 T
Pepdes recevable from affilaied companies - X4
loventory S0 4457
Drferred fuel cos 148 1
Prepayments and other curment assets 4% 45
Taotal currenl assels 1247 1,383
Deferred debits and other assets
Regulatory ssels [ T
Peuclear decommissiening frust funds K4 T35
Mizczllaneous oiber propenty and investmenis 142 193
Criher assels and deferred debits | [21] 155
Totul deferred debits pnd other asseds 1.835 1,840
Tatal assets 511,962 § 12000
CAPITALIZATION AMD LIABILITIES
Commen stock squity
Ciommen stock wathoud par value, 200 millen shares msthorized,

16 mitlion shares Bsued and outstanding 5054 5200
Uneamed ESOF comman sock {37 (50
Awzcunmilated odher comprehensive loss {10} (1
Retained camings 1,772 1,431

Total comman stock equily T 33490

Freferred stock — not subject to mandatory redemption L a4
Long-term debi, nei 3 183 3.470
Tatal capitalization 7021 65159
Current liahilities
Current portion of long-tenm debn Ml 20
Mates payable o affiliated companies 154 -
Acoounis poyable 210 EN I
Fayables tx affilisted compuanies T 105
Interest acerued 55 2k
Custonser deposits T 1)
Income 1axes accrued 27 ot
Currend portion of unesmed revenae 3 Tl
{Mbier current habilides 178 154
Taotul current lialsdlities 1,151 1039
Deferred eredits and other Habilities
Maoncurrend income L [abalities LT G
Accumulatel delerred invesimenl 1ax coedals 122 128
Regulatory lizbalities 1,07 1,320
Agsel retirement obligations 1,43 IR
Awcrued pension and other benefits 459 581
Crher lighilitics and deferred crediis 13 1 2
Tatal deferred credits and sther linhilities 3, T 4062
Commitments and contingencies {Notes 21 and 21}
Total capitalization and liabilities 11,52 B2

See Notes to PEC Consofidated Financial Statements,



CAROLINA POWER & LIGHT COMPANY db'a PROGRESS ENERGY CAROLIMAS, INC.
CONSOLIDATED STATEMENTS of CASH FLOWS

fin mifliong)
Years Ended December 31 20007 20 HHIS
(perating activities
Hel income L1 43T 403
Adjustmenls 1o ieomele net ineom: o net cash provided by operating acivitics
Charges for voluniary enkanced retinement program - - 42
Deprocratim amd smomizalion fillg Lkl i
eferred incame inxes and invesimnend tax credsts, nel 41 TR 113
Dlerred Nael cost (credil) 48 &) [144)
Cieher ndjustments 0o net inceme 1474 FE &3
Crazh (iged) provided by chamges in operating assels and liahiliies
Receivables {19 k] ELARN
Receivables from afiliated companics {15} & Il
Inwentory {1 L) 191
TPrepayments and other cumenl ass:ls {7 10 9
Income 1axes, nei 137 (LY L
Accounls payable 36 5t 9
Payables io affilinied companies {37 k) {15
Other curment liahilaties {29 [ 16&} Th
Oeher assets and deferred debils (28) {7 {19)
Other ishilities el delemed credns 13 i1} 44
Mel cash provided by operating sctivities 1018 [ 1,032
il‘l'ﬂl‘!l'ilm Aelivirics
Grass property additions i7587) (705} [}
Muclear fuel ndditians (184) (102 {7
Purchases of avanlable-for-sale sceuriixes and other inveshisents [EIK]] (B} (1,832
Froscesds fimin salss of available-for-sake securities and oher mvesinsengs &2 |56 1652
Chamges m advamces 1o affilialed companscs 2 | [2d)
Chbet investing activities L il 1
Met cash nsed by investing aciivities 1892 (7221 (BLI}
Finameing actlviibes
Dwadends paid on preterned sock i3 131 {3}
Dhiwadends paid o peremt (1435) 133%) (43T}
Ml dedreee m shor-term debl - [T3] (148}
Proceeds from isssance of lang<ierm debl, met - Ry
Retmdmsent of ong-term debi 1200 - | 3000}
Charpes i pdvasces from affilimed companies [E2 ] 1 (104}
ey N S ey - V. -
Met cash wsed by fimancing activities {172) {426] (114}
Met {deerease]) incrense im cash and cash eguivalents [0} FE )] 1y
Cash aml cash equivalents @l heginning of yvear Tl 125 18
Cosh umil cash cywivalenis at emd of year 515 171 125
Supplemental dischosures
Cashi padd during the yesr
Imtezesl nl of amows] capatalizedp b2y 200 EI1ET
Irecioe vz (net of refumds) 241 EEH) o]
Signaficant noncash ansactions
Moneash progeny additions scensed for os of December 2 87 L4 53

Sew Novex o PEC Consofidated Financiad Statements,



CAROLINA POWER & LIGHT COMPANY d'b'a PREOGRESE EMERGY CAROLIMAS, TNC.
CONSOLIDATED STATEMENTS of CHANGES in COMMON STOCK EQUITY

Accumuloted Todal
Comman Sieck Unearned Cither Common
i ESOP Coanprehensive Retaimed Siock
fin mifion Shares  Amount  Shares  (Loss) [Incomse Earnings  Equity
Balance, December 31, 2004 160 $1.973 5(Th) 114 £1.287 f3.072
Met inedme - - 493 453
Cither comprehensive loss - - e - (&}
Comprehensive income 487
Stock-based compensation expense 3 - - - .|
Allocation of ESCH #ares ] 13 i3
Moncash dividend to parent {17} - - - {1
Freferred stock dividiemds o ststed mdes {3} (3}
_Dividends paid to parent . = = = (457} (437)
Balanoe, December 51, 2005 G0 1981 (a3] {12 1,330 1018
el meame 437 457
Oither comprehensive income - - i - 36
Comprehensive incoms 443
Adjustrnent v initially apply SFAS
B 158, nien of tax - &3 H1
Stock-based compensation expense 1 - - - o
Allpestion of ES0OF shares 19 13 37
Prefzrred siock dividends of sinted rates - - (3} (1)
Dividends paid 1o parent - - (339} {339
Tax benefit dividend - - - 41 )
Balanee, Drecember 31, 2idb 1l 200 (50 {1} 1,431 3390
Met incame - = = 2 s
Diher comprebensive loss - - k] - [}
Comprehensive mcome 492
Adjustment fo initlally apply FASE
Interpretation Mo, 48 - - - (1] {ih
Slock-based compensation expense 4 - 4
Allocation of ESOF shares 0 13 - - 33
Preferred stock dividends ot stated rates - (5] {3
Dividends paid to parent - - - {143) (145}
Tax bemefit dividenad - - (%) (8}
Balance, December 31, 27 16l 52054 5037} 10 51,772 £3.779
CAROLINA POWER & LIGHT COMPANY d'b'a PROGRESS ENERGY CARDLINAS, INC.
CONSOLIDATED STATEMENTS of COMPREHENSIVE INCOME
{der millionz)
Years ended December 31 2007 2006 200
Met income =501 5457 £403
Dhiher comprehensive (loss) inceme
Met unrealized (losses) gains on cash flow hedges (net of tax benefit {expense)
of 84, $2, and 3{2), respectively) (%) 21 3
Feclassification adjustiment included in net income (net of Tax expense of 3-] = - I
Mininum pension liability adjustment (net of tax (expense) benefit of 3237
and $7, respectively) - 6 [z}
Oither {pet of tax benefit (expense} of 1, 1, and 31}, respectivelv) 4 . 2
Diher comprehensive (loss) inceme [ 36 (ﬁ}
Comprehensive income - m 5493 $A87

See Natex 1o PEC Conselidated Financial Siatements
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REFORT OF INDEPENDENT REGISTERED FUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDER OF FLORIDA POWER CORPORATION d'h/a
PROGRESS ENERGY FLORIDA, TNC.:

We have audited the accompanying balance sheets of Florida Power Corporation dta Progress Energy Florida, Inc.
{PEF) at December 31, 2007 and 2006, and the related statements of meome, comprehensive income, changes in
common stock equity, and cash flows for each of the thres vears in the pericd ended December 21, 2007, These
financial statements are the responsibility of PEF’'s management. Qur responsibility is to express an opinion on these
financial statemenis based on our awdits.

We conducted our audits in accordance with the standards of the Public Company Accounting Owersight Board
(United States). These standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. PEF is not required 1o have, nor were we engaged
to perform, an andit of its internal confrel over financial reporting. Chur audits inchede consideration of imernal
control ower financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,
bt not for the purpese of expressing an opinion on the effectivensss of PEF's miernal contrel over financial
reporting, Accordingly, we express no such opmmton. An awdil also mncludes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
belicve that our audits provide a reasonable basis for our opinion,

In our opinion, such financial statements present fairly, in all material respects, the financial position of PEF at
December 31, 2007 and 2006, and the resufis of i1z operations and its cash fows for each of the three years in the
period ended December 31, 2007, i conformity with sccounting principles generally accepted in the United States
of America.

As discussed in Note 14 and Mote 16 to the financial statementz, on Jaouary 1, 2007, PEF adopted Financial
Accounting Standards Board Interpretation Mo, 48 and on December 21, 2006, PEF adopted Statement of Financial
Accounting Standards No. 158,

S Deloitie & Touche LLP

Rabeigh, Morth Caroling
Febrary 28, 20048

14



FLOEIDA POWER CORPORATION db'a PROGRESS ENERGY FLORIDA, THC,

STATEMENTS of INCOME
{ir millions )
Years ended December 31 2007 23 2005
Operating revenucs 54,749 24639 £1.055
Operating expenses
Fusel used in electric generation 1,764 B35 1,323
Purchased power RRZ Ths 694
Crperation and mainlensnce B34 684 g52
Depreciation and amortization Aah diul 334
Taxes other than on moome 309 0 279
Oiher 3 (2) (20)
Total operating expenses 4. 163 3,955 3456
Operating income SRA 643 494
Criher income
Inferest income 9 15 |
{hher, net a8 13
Total other income 48 28
Interest charges
Interesl charges 185 155 134
Allowancs for borrowed Tunds wsed during construction {12} (5} {2
Total interest charges, net 173 150 126
Ineome before income fax Al 521 381
Income tax cxpense 144 193 121
Met Income M7 328 264
Preferred stock dividend requirement pr 2 2
Earnings for common stock 5315 $326 $258

See Newes to PEF Financial Statements,



FLORIDA POWER CORPORATION d/b/a PROGRESS EMERGY FLORIDA, INC.

BALANCE SHEETS
i miliores)
Depembir 31 2T ;i
ASEETS
Uiklity plamt
Lhalicy plant im servics SliRE o202
Accurmulaled depreciation 3. 738} [3.602)

Lbility plam in service, nes 6,287 5600
Hield Bo Tunune s iz 7
Corstruclion work i progress 1, 19% &T2
Mockaar foed, nel of Enanization 1% iR

Total utility plant, el Tl 337

Carrent assels
Cash and eash sguivalenis 13 3
Receivables, met EE L 3440
Recervabies from affilialed companiss B 1]
Motes recovihlke rom alfiliated companses 149
Deferred income taxes 30 a6
Iiwentonry 484 434
Income taxes receivable 41 47
[rerivative assels &0 -
Prepayisents aml other cumenl adsels L [
Tatal current assels 1,152 1,0
Dieferred debdts and niher asseis
HRegulatory msens it 454
Muclear decommissaning trost funds ] 552
Miscellaneces other prapeny amd invesinents &6 45
Drerivalive assels 2] a
Prepaid pension cast Il 174
Chilber asscts and deferied debiis L] 24
. Teul deferred debits amd sileer nxeeis 1,252 1241
Tedul mssels L [IXIE &8 503
CAPITALIZATION AND LIABILITIES
Conimen sioek equity
Cammsom shisck withiul par value, 60 millsan shares sathorized,

1) shares msued amd oulstanding 50009 £1.100
Apcwmulated siber compechemsive lnss ] il)
Retamed camings 1,11 I, 5ER

Twtal common stock eqmity - N TART
Freforred stock — nod smbject to mamdalory roedemplion M 34
Long-term debd. nei 2. 2 4hk
Tudal caplinlizaiion 5,721 51K
Corremn liahilinics
Cumnl poatrm of loeg-term debt 532 ]
mies payahle i affiliaied companics &7
Agcoumils payahle ET] L
Payahles o affilisted companies AT I1&
Iriteresn da e 7 1x
Cuslomer depossis 185 &%
Drervvative liahilines 15 a9
Ripulatary lighilin:s 173 T4
Oither arrern biabalities 07 ao
Tial current lahifinies 1402 1,0
Dreferred credits aml odber lRabalities
Mancurrent moome iox liahiliies dn A6
Agcumulaned defencd svestment W credils 17 23
Regulatory liahilites 1,510 1,040
Aziel pelirement obhgaons F15 204
Accroed pension and other benefiis 3nd 332
Capusl lease oblipatices e | i3
Ciher liahidioes and deferred credits ([ik] 136
Todal dederred eredits and arther lakbilbies 1580 2 A
Commilments and conti vt [Maotes 21 and 22
Tital capitalizaticn amd liabalifies 5 BG4 SR 303

See Netes o PEF Financial Statesments,



FLORIDA POWER CORPORATHIN dfhva FROGRESS ENERGY FLORIDA, INC.
STATEMENTS of CASH FLOWS

i aowdlficania)
Veus ended December 31 20T 2005 20
{kperating activities
M inc o 7 §31% 5260
Adjuestimenis i reconcile pet income 1o net cnsh peovided by opemimg activities
Charges for valemiary enhanced relirement program - - 92
Diepreciation and amoriization s 433 36T
Deferred moome 1axes and investmend tax credies, ne {44} [E1-H) (50}
Dieferred fuel cost {credit) i A0 (173}
Chber adjustmenis to nel mcipnme 3 1% 149
Cash {used] provwsded by chenges in operating nssets and habilinies
Receivahles (L) {23} [V
Feceivahles from affilinied campanies 3 - 4
Inventory 135]) (123} 134}
Prepayments amd ather cumren asseis 71 (3T (221
Income faxes, ne k] 1.1 [14]
Mccounts payahle 4 k| 52
Fayables to affilisted companies (2% 15 21
Chbeer carent Lisgbalities 35 M T
Oithaer ssets and deferred debals 44 13 4%
Cither liabilitses and defiemed cnedits 43 [l 5
Ml ash ided by aperaling aclivilbes T Ea% 430
Investimg activities
{irnss property additions {12014} (727) {54)
Musclenr fuel additions ey (12} {Th
Purchases of available-lor-sale seountics ond ofer investmens {600} [625] (05}
Procecds from sales of mvailnble-ler-sale secusifies and other invesieess Gidid 625 405
Changes in advances 0 affilised compamics (L] - -
Cither investing aciivities 3 4 37
Mot cash used by investing activities EMEI' {TRS) [ 5005 p
Financing sciivilies
Dvidends paid om preferred siock iz} ] (2)
Dividends paid to parent e {234 =
Ml decresse in short-term debe - L LEs ] 1141
Proceeds from issuance of long-term debi, nee T30 a T44
Retirerment of long:term deht (8 [£1-3] 112}
Chanmges in advamces fram affilialed companies (47} EE| [165]
Chbwer Financing netivities ] 1k (2]
Med cash Em'ridnd werdl Tinancing aclivilaes LS [EEEY JEr
Ml (leerease) mercase in cash and cash equivalenis = (195} 1
Cash amil cash cquivalenis af beginning of vear 1 218 1z
Cnsh amid ensh eqmivalents st end of vear I8 523 k1%
Supplemental dischosires
sk pasd during e ve
Ineerest (nel of amoust capstalized) L F 2 8152 131
lncome taxes (et of refunds) 154 206 185
sgnulicant noncash mansactions
Capital brase ohligation momrad 152 iq -
Himcash propeny E‘JdiﬂimE H.I.TFI.IL'IIMI.I[ [eecember 11 Pk [ BE! L1H

See Notes to PEF Financial Sialements.
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FLORIDA POWER CORPORATION da PROGRESS ENERGY FLORIDA, INC.
STATEMENTS of CHANGES in COMMON STOCK EQUITY

Accumulated Toal
Commen Stock Other Common
i Comprehensive Retained Stock
_{in millions excep! shares oulstanding) _ Shares Amount Loss Eamnings Equity
Balance, December 31, 2004 10 1,081 3 51,240 $2.321
Met income - = 2al 260
Comprehensive income 26l
Stock-based compensation expense I - - o
Moncash contribution from parent 15 - - 15
Preferred siock dividends at stated rates = - (2} e
Balance, December 31, 2005 Lo 1,097 I, 498 £,595
Mel mcome - 328 328
Oither comprehensive loss - L) - (1
Comprehensive income EFy)
Stock-based compensation expensc 3 - - 3
Preferred stock dividends ar staned rates - - (2] {2)
Dividends paid to parent - - (234) (234}
Tax benefit dividend - - (2] {2}
Balance, December 31, 2006 100 1.100 (1) 1,588 2,687
Met income - - ns ns
her comprehensive loss - (™) = (7}
Comprehensive income E1L0
Stock-based compensation expense 9 = = 9
Preferred stock dividemds at stated rates 2 e () (2}
Tux benefit dividend - - (2} (2}
Balance, December 31, 20407 11k} 51109 (3 51,94 S3.002
FLORIDA POWER CORPORATION d'b/a PROGRESS EMERGY FLORIDA, TMC,
STATEMENTS of COMPREHENSIVE INCOME
fin millions)
Years ended December 31 2n07 2006 2005
Met income 17 3328 a0
(her comprehensive loss
Met unrealized losses on cash flow hedges (net of tax benefit of £5 and (M (1 -
S1, vespectively) =
Oither comprehensive loss (il (11 -
Comprehensive income 2310 b X P 20

See Noves to PEF Financial Staleweis.



FROGRESS ENERGY, INC,

CAROLIMNA POWER & LIGHT COMPANY dbia’ PROGEESS ENERGY CARDLINAS, INC.
FLORIDA POWER CORPORATION d'bva’ PROGRESS ENERGY FLORIDA, TNC.
COMBINED NOTES T FINAMCIAL STATEMENTS

In thiz report, Progress Energy, which includes Progress Energy, Inc. hoelding company (ihe Parent) and itz regulated
and nonregulated subsidiaries on a consolidated basis, is at times referred to as “we” “us™ or “our” When
dizcussing Progress Energy’s financial information, it necessarily includes the results of PEC and PEF (collectively,
the Utilities), The term “Progress Begistrants™ refers to cach of the three separate registrants: Progress Energy, PEC
and PEF. The information in these combined notes relates to cach of the Progress Registranis as noted in the Index
1o the Combined Motes. However, neither of the Utilities makes any representation a3 1o information related solely
1o Progress Energy or the subsidiaries of Progress Energy other than itself,

. DRGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A, DRGANIEATION
PROGRESS ENERGY, INC,

The Parent is a holding company hesdquartered in Baleigh, M.C. Az such, we are subject to regulation by the
Federal Energy Regulatory Commission (FERC) under the regulatory provisions of the Public Utility Holding
Company Act of 2003 (PUHCA 2005).

Chir reportable segments are PEC and PEF, both of which are primanly engaged in the seneration, fransmission,
distribution and sale of electricity. The Corporate and Other segment primarily includes amounts applicable to the
activities of the Parent and Progress Energy Service Company (PESC) and other miscellaneous nonregulated
businesses that do not separately meet the quantitative disclosure requirements as a separate buziness segment

See Mote 19 for further information about our segments.
PEC

PEC 15 a regulated public wtility primanby engaged in the pencration, transmission, distribution and sale of
electricity in portions of Morth Carolina and South Caroling. PEC's subsidiaries are involved in insignificant
nonregulated business activities, PEC is subject to the regulatory provisions of the MNorth Careling Utilities
Commission (MCUC), Public Service Commission of Sowth Caroling (SCPSC), the United States Nuclear
Eegulatory Commssion (MRC) and the FERLC,

PEF

PEF is a regulated public utility primarily engaged in the generation, tranamission, distribution and sale of electricity
in wesl ceniral Florida, PEF is subject 1o the regulatory provisions of the Florida Public Service Commission
(FPSC), the NRC and the FERC.

B. BASIS OF PRESENTATION

These lnancial statements have been prepared in accordance with accounting principles generally accepted in the
United States of Amenca {GAAP) and include the sctivities of the Parent and our majority-owned and controlled
subsidiaries. The Utilities are subsidiaries of Progress Encrgy, and as such their financial condition and results of
operations and cash flows are also consolidated, along with our nonregulated subsidiaries, in our consolidated
financial statementz. Noncontrolling interestz in subsidiaries along with the mcome or loss attributed to these
interests are mcluded in minority interest in both the Consolidated Balance Sheets and in the Consolidated
Statements of Income. The results of operations for minority interest are reported on a net of tax basis if the
underlying subsidiary is srructured as a taxable entity,
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Unconsolidated mvestments in companies over which we do not have contrel, but have the ability 1o exerciss
influence over operating and financial pelicies {zenerally 20 percent to 50 percent ownership), are accounted for
under the equity method of accounting. These investments are primarily in limited liability corporations and limited
liahility partnerships, and the eamings from these investments are recorded on a pre-tax basis (See Note 200, Other
investments are stated principally at cost, These equity and cost method investments are incleded in miscellaneous
other property and investments in the Consolidated Balance Sheets, See Note 13 for more information about our
myesimenls,

Significant intercompany balances and transactions have been climinated in consolidation except as permitied by
Statement of Fimancial Accounting Standards (SFAS) Mo, 71, “Accoamting for the Effects of Cenain Tyvpes of
Regulation” (SFAS Mo, 71), which provides that profits on imercompany sabes to regulated affilistes are not
climinated it the zales price 15 reasonable and the future recovery of the sales price through the ratemaking process is
probable,

These combined notes accompany and form an intezral part of Progress Energy's and PEC™s consehidated financial
statements and PEF's financial statements.

Certain amounts for 2006 and 2005 have been reclassified 1o conform 1o the 2007 presentation. In addition, our 2007
presentation of operating, mvesting and financing cash fows combines the respective cash Nows from our
continuing and discontinued operations as permitted under SFAS Mo, 95, “Statement of Cash Flows."” Previously,
we had provided separate disclosure of cash flows from continuing operations and discontinued operations. These
changes in cash flow presentations had no impact on tal cash and cash equivalents, net change in cash and cash
equivalenis, or resulis of operations.

. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

We consolidate all voting interest entities in which we own 8 majority voting interest and all variable interest entitics
for which we are the primary beneficiary in accordance with Financial Accounting Standards Board (FASB)
Interpretation Mo, 46K, “Consolidation of Variable Interest Entities = An Imterpretation of ARD Mo, 317 (FIN 46R),

PROGRESS ENERGY

In addition i¢ the variable interests listed below for PEC and PEF, we have interesis through other subsidiarics in
several wvariable interest entities for which we are not the primary bencficiary. These arrangements include
investrments in five limited liability partnerships and limited liability corporations, At December 31, 2007, the
aggregate addiional maximum loss exposure that we could be required to recerd m our income statement as a resull
of these arrangements was 56 million, which represents our net remaiming investment in the entities. The creditors of
these wariable interest entities do not have recourse to our general credil in excess of the aggregate maximum loss
gxposure,

PEC

PEC is the primary beneficiary of, and consolidates, two limited parterships that qualify for federal affordable
housmg and historic tax credits under Section 42 of the Internal Revenue Code (The Code). A December 31, 2007,
the total assets of the two entibies were 237 million, the majonty of which are collateral Tor the entities” obligations
and are included in miscellaneous other property and investments in the Consolidated Balance Sheet.

PEC has an interest in and consolidates a limited parmership that invests in 17 low-income housing partnerships that
qualify for federal and state tax credits. PEC has requested the necessary information to determine of the |7
parinerships are variable interest entities or fo identily the primary beneficianes; all entities from which the
necessary Mnancial mformation was requested declined 10 provide the information 1 PEC and, accordingly, PEC
has applied the information scope exception in FIN 46K, paragraph 4ig), to the 17 parmerships, PEC believes that if
it is determined 1o be the primary beneficiary of these entitees, the etiect of consalidating the entifies would result in
inereasas to total azsets, long-term debt and other liabilities, but would have an insignificant or no impact on PEC's
common stock equity, net earnings or cash fMows,
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PEC also has an interest in one power plant resulting from long-term power purchase contracts. Our only significant
exposure to variability from these contracts results from fluctuations in the market price of fuel used by the enfity's
plants to produce the power purchased by PEC. We are able to recover these fuel costs under PECs fuel clause,
Total purchases from this counterparty were 3% million, 545 million and 334 millien in 2007, 2006 and 2005,
respectively, The generation capacity of the entity’s power plant 15 approximately 847 megawatts (MW PEC has
requeested the necessary infermation 1o determine if the power plant owner = a variable interest entity or to identify
the primary beneficiary. The entity declined 1o provide us with the necessary financial information and PEC has
applied the mformation scope exception in FIM 46K, paragraph 4{g), to the power plant. PEC believes that if it is
determined to be the primary beneficiary of the entity, the effect of consolidating the entity would result in increases
to fodal assets, long-term debd and other liabilities, but would have an insignificant or no impact on PEC's common
stock equity, net eamings or cash lows. However, because PEC haz net received any linancial information from the
counterparty, the impsct cannof be determinad at this tme,

FEC also has imterests in several other variable interest entities for which PEC is not the primary beneficiary, These
arrangements include investments in 21 limited lakility pariperships, limited hability corperations and venture
capital funds and two building leases with special-purpose entities. Al December 31, 2007, the arerepate maximuam
loss exposure that PEC could be required to record on its income statement is a result of these armrangements totals
£1% mullion, which primanly represents its net remaining investment in these entitics. The creditors of these variable
interest entities do not have recourse to the general credit of PEC in excess of the aggregate maximum loss

EXposUre,
PEF

PEF has interests in four variable interest entities for which PEF is not the primary beneficiary, These arrangements
include investments in one venture capital fund, one limited Bability corporation, one building leass with a special-
purpose enfity and one operating leaze with a special-purpose entity. At December 31, 2007, the agaregate
maximum loss exposure that PEF could be required to record inoits income statement as a result of these
arrangements was 336 million. The majority of this exposure is related to a prepayment clause in the building lease
and iz not considered equity at risk. The creditors of these variable interest entities do not have recourse to the
general credit of PEF in excess of the aggregate maximum loss exposure,

. SIGNIFICANT ACCOUNTING POLICIES
LISE QF EXTIMATES AND ASSUMPTICNS

In preparing consolidated financial statements that conform to GAAP, management must make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liahilities a1
the date of the consolidated financial statements, and amounts of revenves and expenses reflected during the
reporting period. Actual results could differ from those estimates

REVENUE RECCONITION

We recognize revenue when Bt is realized or realizable and earned when all of the following criteria are mel:
persuazive evidence of an arrangement exists; delivery has occurrad or services have been rendered. our price to the
buyver s fixed or determinable; and collectability s reasonably assured. We recognize electric utility revenues as
zarvice s rendered to customers. Operatmg revenues include unbilled electric wtility revenues carmned when service
has been delivered but not billed by the end of the accounting pericd, and diversified business revenwes, which are
generally recognized at the fime products are shipped or a3 services are rendered. Customer prepayments are
recorded as deferred revenve and recognized a2 revenues as the services are provided.

FUEL COST DEFERRALSR

Fuel expense mcludes fuel costs or other recoveries that are deterred throush fuel clauses established by the
Litilieies™ regulators. These clauses allow the Utilities to recover fuel costs, fuel-related costs and portions of
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purchased power costs through surcharges on customer rates. These deferred fuel costs are recognized in revenues
and fuel expenses as they are billable to customers.

EXCISE TAXES

The UHilities collect from customers certain excise taxes levied by the state or local government upon the customers,
The Utilities account for sales and use tax on a net basis and gross receipts tax, franchise taxes and other excise
Taxes on a gross basis. The amount of gross receipts tax, franchise taxes and other excise taxes included in operating
revenigs andd taxes other than on income in the siatements of income for the vears ended December 31 wore as
follbows:

{in millions) 2007 2006 2005
Frogress Energy Fz09 1093 5258
PEC o« 4 9]
PEF 200 199 167

STOCK-BASED COMPENSATION

Prior to July 2005, we accounted for steck-based compensation under the recoznition and measurement provisions
of Accounting Principles Board Ogpinion No. 25, "Accounting for Stock Issued to Emplovess.” and related
interpretations in accounting for our siock-based compensation costs. In addition, we followed the disclosure
requirements contained in 8FAS Moo 123, "Accounting for Stock-Based Compensation™ (SFAS Mo, 123), as
amendsed by SFAS No. 148, "Accounting for Stock-Based Compensation — Transition and Disclosure.” Effective
July I, 2005, we adopted the Ffair value recopnition provisions of SFAS No. 123R, “Share-Based Payment” (SFAS
Mo, 123R), for steck-based compensation utilizang the modifed prospective transition method (See Note [0BR),

RELATED PARTY TRANSACTIONS

Ohur subsidianies provide and receive services, at cost, 10 and from the Parent and ils subsidianes, i accordance with
PUHCA 2005, The costs of the services are balled on o direct-charge basis, whenever possible, and on allocation
factors for general costs that canned ke directly atinbuted. In the subsidiaries” financial statements, billings from
affiliates are capitalized or expensed depending on the nature of the services rendered.

LTILITY PLANT

Liility plant in service is stated at historical cost kess accumulated deprecistion. We capitalize all construction-
related direct labor and material coats of units of property as well as indirect construction costs. Certain cosis that
would otherwize ned be capitalized under GAAP are capitalized in accordance with regulatory treatment. The cost of
renewals and betlerments iz also capialized. Maintenance and repais of propery (including planned major
maintenance activities), and replacements and renewals of items determined 1o be less than units of property, are
charged to maintcnance expense as incurred, with the exception of nuclear outages at PEF. Pursuant to a regulatory
arder, PEF accrues for nuclear cutage costs in advance of scheduled outages, which ocour every two years. The cost
of unnz of property replaced or retired, less salvage, is charged to accumulated depreciation. Removal or disposal
costs that do nol represeml aszer refirement obligations (ARO) under SFAS Mo, 143, “Accouming for Asser
Retirement Obligptions™ {SFAS Mo, 143], are charged 10 a regulatery Liabaliny,

Allowance for funds used during construction (AFUDRC) represents the estimated costs of capital funds necessary to
finance the construction of new regulated asserz. As prescribed in the regulatory uniform system of sccounis,
AFUDC 15 charged to the cost of the plant. The eguity funds portion of AFUDRC is credited o other income, and the
borrowed funds portion s credited (o interest charges.

AESET RETIREMENT OBLIGATIONS

We account for ARGk, which represent legal obligations associated with the retirement of certain tangible long-lived
assets, in accordance with SFAS No. 143, The present values of retirement costs for which we have a legal
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obligation are recorded as liabilities with an equivalent amount added 1o the asset cost and depreciated over an
approprizte pericd, The liability iz then accreted over time by applying an interest method of allocation to the
liability. In addition, effective December 31, 2005, we also adopted FASB Interpretation No. 47, “Accounting for
Conditional Asset Betirement Obligations™ (FIM 47), which clarified certain reqguirements of SFAS No. 143,

The adoption of SFAS Mo 143 and FIN 47 had no impact on the income of the Litilities as the effects were offsel by
the establishment of regulatory assets and regulatery liabilities pursuant 10 SFAS Mo, 71 (See Note TA) and in
accordance with orders issued by the MCUC, the SCPSC and the FPSC,

DEPRECIATION AND AMORTIZATION — UTTLITY PLANT

Substantially all depreciation of utility plant other than nuclear fuel is computed on the siraight-line method based
on the estimated remaining wseful life of the property, sdjusted for estimated salvage (See Mote 5A). Pursuant to
their rte-setting authority, the NCUC, SCPSC and FPSC can also grant approval to accelerate or reduce
depreciation and amortization of utility assets {See Note 7).

Amortization of nuclear fiel costs i3 computed primanily on the units-of-production method. In the Utihites” retail
jurisdictions, provisions for nuclear decommissioning costs are approved by the MCUC, the SCPSC and the FPSC
and are based on site-zpecific extimates that include the costs for removal of all redioactive and other structures at
the site. In the wholesale jurisdictions, the provisions for nuclear decommissioning costs are approved by the FERC,

The Morth Carolinag Clean Smokestacks Act (Clean Smokestacks Act) was enscted in 2002, The Clean Smokestacks
Act froze Morth Caroling electric utility base rates for a five-year period, which ended in December 2007, unless
there were extraordinary events bevond the control of the utilities or wnless the utilities persistently earned a retumn
substantially in excess of the rate of retum established and found reasonable by the NCUC in the respective ulility’s
last general rate case, There were no adjustments to PEC's base rates during the five-year period ended December
2IM7. Subsequent to 2007, PEC's current Nonh Carclina base rates are continuing subject to traditional cost-based
rate regulation. During the rate freeze pericd, the legislation provided for the amorfization and recovery of 70
percent of the original estimated compliance costs for the Clean Smokestacks Act while providing significant
flexibility in the amount of annwal amortization recerded from none vp to 3174 million per year. During 2007, the
MCUC approved PEC's request to amortize the remaining 30 percent of the original estimated compliance costs
during 2008 and 2009, with discretion 1o amortize up 0 3174 million in either vear,

CASH AND CASH EQUIVALENTS

We consider cash and cash equivalents 1o inclede unrestricted cash on hand, cash in banks and temporary
investments purchased with a maturity of three months or less,

INVENTORY

We account for inventory, including emission allowances, using the average cost method. We value inventory of the
Urilities at historical cost consistent with ratemaking treatment. Materials and supplies are charged to inventory
when purchased and then expensed or capitalized 1o plant, as appropriate, when installed. Materials reserves are
eatablished for excess and obsolets inventory, We valug inventory of nonregulated subsidiaries at the lower of cost
or miarkel.

REGULATORY ASSETS AND LIABILITIES

[he Utilities' operations are subject to SFAS Mo, 71, which allows a regulated company to record costs that have
been or are expected to be allowed in the ratemaking process in a pericd different from the peried in which the costs
would be charged 1o expense by a nonregulated enterprise, Accordingly, the Liilities record assets and Liabilities that
resull from the regulated ratemaking process that would net be recorded under GAAP for nonregulated enfitics.
These regulatory assets and liabilities represent expenses deferred for finture recovery from customers or ebligations
to be refunded to customers and are primarily classified in the Consolidated Balance Sheets as regulatory assets and
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regulatory liabilities {See Mote TA). The regulatory assets and liahilities are amortized consistent with the freatment
of the related cost in the ratemaking process,

GODRTLE AND INTANGIBELE ASSETS

Goodwill is subject 1o at least an annual assessment for impairment by applving a two-step, fair value-based test.
This assessment could result in periodic impairment charges. Intangible assets are amortizad based on the economic
benefit of their respective lives.

UNAMORTIZED DERT PREMIUMS, DHSCOUNTS AND EXPENSES

Long-term debt premiums, discounts and issuance expenses are amortized over the terms of the debt issues. Any
expenses or call premiums associated with the reacquizition of del obligations by the Utilities are amorlized over
the applicable lives using the straight-line method consistent with ratemaking treatment (See Note TA).

INCOME TAXES

We and our affiliates file a consolidated federal income tax return. The consolidated income tax of Progress Enerpgy
is allocated to PEC and PEF in accordance with the Intercompany Income Tax Allocation Agreement (Tax
Agreement), The Tax Agreement provides an allocation thal récognives positive and negative corporate taxable
income. The Tax Agreement provides for an equitable method of apportioning the camyover of uncompensated tax
benefits, which primarily relate 1w deferred synthetic fuels tax credits. Since 2002, Progress Energy tax benefits not
refated (o acquisition interest expense had been allocated o profitable subsidiaries in accordance with an order under
the Public Utilities Holding Company Act of 1935, as amended (PLIHCA 1935). Except for the allocation of these
Progress Energy tax benefits, income taxes are provided as if PEC and PEF filed separate returns. Due to the repeal
of PUHCA 1935, effective February 8, 2006, we stopped allocating these tax benefits,

Deferred meome taxes have been provided for temporary ditferences. These ocour when there are differences
between the book and tax camrying amounts of assets and ligbilities. [nvestment tax credits related 1o regulated
operations have been deferred and are being amortized over the estimated service life of the related properties.
Credins for the production and sale of synthetic fuels are deferred credits to the extent they cannot be or have not
been utilized in the annual consolidised federal income tax returns, and are included in income tax expense (benefity
of discontinuwed operations in the Conselidated Statements of Income. We acerue for uncertain tax positions when it
is determined that it is more likely than not that the benefit will not be sustained on audit by the taxing authority,
including resolutions of any related appeals or litigation processes, based solely on the technical merits of the
associated tax position, IT the recognition threshold is mer, the tax benelit recopnized i= measured at the largest
amount of the tax benefit that, in our judgment. is greater than 50 percent likely to be realized. Interest expense on
tax deficiencies and uncertain tax positions is included in net interest charges, and tax penalties are included in
other, met on the Consolidated Statements of Income.

DERMVATIVES

We account for derivative instruments in accordance with BFAS Mo, 133, “Accounting for Derivative Instruments
and Hedging Activities™ (SFAS No. 133), as amended by SFAS Mo, 138, “Accounting for Certain Derivafive
Instruments and Certain Hedging Activities — An Amendment of FASE Statement ™Mo, 1357 and SFAS Mo, 149,
“Amendment of Satement 133 on Derivative Instruments and Hedging Activities.” SFAS No. 133, as amended,
establishes accounting and reporting standards for derivative mstraments, including certain derivative instruments
embedded in other contracts, and for hedging activities. SFAS No. 133 requires that an enfity recognize all
derivatives as assets or liabilities in the balance sheet and measure those mstroments af fair value, unless the
derivatives meet the SFAS Mo, 133 criteria for nommal purchases or normal sales and are designated as such. We
genecally designate derivative imstruments as normal purchases or normal sales whenever the SFAS Mo, 133 criteria
are met. 1f normal purchase or normal sale criteria are nol met, we will generally dezignate the derivative
instruments as cash flow or fair value hedges if the related SFAS No. 133 hedge criteria are met. Certain economic
derivative instruments receive regulylory accounting freatment, under which unrealized gains and losses are
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recorded as regulatory liabilities and assets, respectively, until the contracts are seitled. See Mote 17 for additional
information regarding risk managemsent activities and derivative transactions.

LOES CONTINGENCIES AND ENVIRONMENTAL LIABILITIES

We accrue for loss contingencies in accordance with SFAS Mo, 5, “Accounting for Continzencies™ (SFAS Mo, 51
Uinder SFAS Mo, 5, comtingent fosses such as unfaverable resubts of htigation are recorded when it is probable that a
lss has been incurmed and the amount of the loss can be reasonably estimated. Unless otherwise required by GAAP,
we do not accrue legal fees when a contingent loss is initially recorded, but rather when the legal services are
actually provided.

As discussed in Note 21, we accrue environmenial remediation liabilities when the criteria for SFAS Mo, 5 have
been met. Environmental expenditures that relate to an existing condition caused by past operations and that have no
future economic benefits are expensed. Accruals for estimated losses from environmental remediation obligations
generally are recognized no later than completion of the rermedial feasibility study, Such aceruals are adjusied as
additional information develops or circumstances change, Cerlamn environmental expenses receive regulatory
aceounting treatment, under which the expenses are recorded as regulatory assets. Costs of future expenditures for
environmental remediation obligmions are not discounted to their present value, Recoverics of environmiental
remediation costs from other parties are recognized when their receipt is deemed probable or on actual receipt of
recovery. Environmental expenditures that have future economic benefits are capitalized in accordance with our
assct capitalization policy.

TMPATRMENT OF LONG-LIFED ASSETS ANDY INVESTMENTS

As discussed i Nede 9, we gecount for impairment of long-lived assets in accordance with SFAS Moo 144,
“Accounting for the Impairment or Ddsposal of Long-Lived Assets” (SFAS Mo, 144), We review the recoverahility
of long-lived tangible and intangible assets whenever impairment indicators exist, Examples of these indicators
include current period losses, combined with a history of [oszes or a projection of continumg losses, or a significant
decrease in the market price of a long-lived aszet group. I an impairment indicator exists for assets to be held and
used, then the assel group 15 tested for recoverability by comparing the carrving value to the sum of undiscounted
expected future cash flows directly atribulable to the asset group. I the asset group is not recoverable through
undiscounted cash flows or the assel group is to be disposed of, then an impairment loss s recognized for the
diffarence between the carrving value and the fair value of the asset group,

We review our investments (o eviluate whether or not a decline in fair value below the carrying value is an other-
than-temporary decline. We consider various factors, such as the invesiee's cash position, eamings and revenue
outleok, liquidity and management’s ability to raise capital in determining whether the decline is other-than-
temporary, 1f we determine that an other-than-temporary decling in value exists, the investments are written down to
fair value with a new cost basis established.

ELBEIDARY STOCK TRANSACTIONS

Giains and losses realized as a result of comman stock sales by our subsidiaries are recorded m the Consolidated
Staterments of Income, except for any tranzactions that must be credited directly to eguity in accordance with the
provisions of Stalf Accounting Bulletin Mo, 51, “Accounting for Sabes of Stock by a Subsidiare”

2 WA INTIMNG 5TAMN

FASE Interpretation No. 48, “Aocounting for Uncertaingy s Trcome Taxex”

Refer to Note 14 for information regarding our first quarter 2007 implementation of FASB Interpretation No. 48,
"Accounting for Uncertainty i Income Taxes™ (FIN 48),
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SFAR No. [57, "Fair Valve Measirements ”

[n September 2006, the FASB issued SFAS Mo, 157, “Fair Valee Meazsurements™ (SFAS No. 157), which redefines
fair value as “the price that would be received 1o sell an asset or paid to transfer a hability 1n an orderly transaction
between markel participants af the measurement date.” S5FAS Mo, 157 establishes a framework for measuring fair
value and a fair value hierarchy that categorizes and prioritizes the inputs that should be used to estimate fair value,
The effective date of SFAS No. 157 for us and the Utilities is January 1, 2008. In February 2008, the FASB issued
FAEB 5tafi Position (FSP) Mo, FAS 157-2, which for us and the Utilities delays the effective dae of SFAS No. 157
for all nenfinancial assets and nonfinancial liabilities, except for those that are recognized or disclosed w fair value
in the financial statements on a recurming basis (al least annually), until January 1, 2009, We will implement SFAS
Mo, 157 a3 of January 1, 2008, and will utlize the deferral provision of FSP Mo, FAS 157-2 for all nonfinancial
assels and liabilities within its scope. We do not expect the adoption of SFAS No. 137 to have a material impact on
our or the Utilities' financial position ar results of operations,

SFAS Mo 158, "The Fair Valwe Option for Firancial Assets and Financial Liabilities — fnclvding ae amendonend of
FASR Srarement No. 115

In February 2007, the FASE issued SFAS Mo, 159, "The Fair Valee Option for Financial Asscts and Financial
Liabilities — Including an amendment of FASB Statement No. 1157 (8FAS No. 159), which permits entities to
choose 1o measure many financial instruments and certain other items at fair value that are not currently required 1o
be measured at fair value. The decision about whether to elect the fair value option is applied on an instrument by
instrument basis, is irrevocable (unless a new election date occurs) and is applied 1o the entire financial instrument,
EFAS Mo. 159 is effective for us and the Utilities on January 1, 2008, We do not expect the adoption of SFAS No.
159 to have a material impact on our or the Liilites” financial position or results of operations.

FASE Staff Position FIN No. 39-1, An Amendment of FIN 39, Offterting of Amounts Relfated ro Cervain Contracts

FASB Interpretation No. 39, “Offsetting of Amounts Related to Certain Contracts™ (FIN 3%, specifies what
conditions must be met for an entity to have the night to offset asscts and labilities in the balance sheet and clarifies
when it is approprizte to offset amounts recognized for forward interest rate swap, currency swap, eption and ather
conditional or exchange contracts. FIN 39 also permits offsetting of fair value amoums recosnized for multiple
coniracis execuied with the same cowmterparty under a master netling amangement. On April 30, 2007, the FASE
issued FASBE Sl Position FIN Mo, 39-1, "An Amendment of FIN 39, Offsctting of Amounis Related o Cerfain
Contracts” (FSP FIM 39-1), which amends portions of FIN 39 to make certain terms consistent with those wsed in
SFAS Mo. 133, FEP FIM 39-1 also amends FIM 39 to allow fior the offsetting of fair value amounts for the right to
reclaim collateral azsets or liabilities arising from the same master nelling arrangement as the derivative instruments.
We will implement the FSP* as of Janvary [, 2008, a5 a retrospective change in sccounting principle for all financial
statements presented, We and the Utilities currently offset fair value amounts recognized for derivative instruments
under master netting arrangements. As allowed under FSP FIN 39-1, we and the Liilities will change our accounting
policy effective Janwary [, 2008, and discontinue the offset of fair value amounts for such derivatives. We expect
this change in pelicy to result in increases o tofal derivative assets and liabilities and accounts receivables and
payables of 64 million as of adoption on January 1, 2008, but will have no impact on our or the Utilities” results of
Operalions or equity,

SFAS No. 141R, " Business Combinations "

In December 2007, the FARZB issucd SFAS Statement Mo, 141E, “Business Combinations” (SFAS No, 141R),
which introduces significant changes in the accounting for business acquisitions. SFAS Neo. 141R considerably
broadens the definition of a “business™ and a “business combinatien,” which will result in an increased number of
Iransactions or other events that will qualify as business combinations. This will affect us and the Utilities primarily
in our assessment of variable interest entitics (“VIEs™). SFAS No. 141R amends FIN 46R to clarify that the initial
consclidation of a business that is a VIE is a business combination in which the acquirer should recognize and
measure the fair value of the acquires: as a whele, and the assels soquired and babilitics assumed at their full fair
values as of the date control is obtained, regardless of the percentage ownership in the acquires or how the
acquisition was achieved. Other significant changes include the expensing of all acquisition-related rransaction costs
and most acquisition-related restruciuring costs, the fair valug remeasurement of cerain eam-out arrangements and
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the discontinuance of the expense at acquisition of acquired-in-process research and development. SFAS No. 141R
is effective for us for business combinations for which the acquisition date is on or after January 1, 2009, Earlier
application is prohibited. We do not expect the adoption of SFAS Ne., 121K 1@ have a material impact on our or the
Utilities' financial position or resuhs of operations,

SFAS Mo 160, “Noncontralling interests in Consolidated Firanciel Stotements, an amendment of AR No. 377

In conjunction with the issuance of SFAS Ne. 141K, in December 2007, the FASB issued SFAS No. 160,
“Moncontrolling Interestz in Consolidisted Financial Statements, an amendment of ARE Mo, 517 (SFAS Mo, 1600
which introduces significant changes in the accounting for noncontrolling interests in a partially owned consolidated
subsidiary. SFAS Mo, 160 also changes the accounting for and reporting for the deconsolidation of a subsidiary,
SFAS Mo. 160 requires that a noncontrelling interest in a consolidated subsidiary be displayed i the consolidated
statement of financial position as a separate component of equity rather than as a “mezzanine” item between
liabilities and equity. SFAS No. 160 also requires that eamings attributed to the noncontrolling interests be reported
as part of consolidated earnings, and requires disclosure of the attribution of consolidated eamings to the controlling
and noncontrolling interests on the face of the consolidated income statement, SFAS Mo, 160 must be adopted
concurrenily with the effective date of SFAS No. 141E, which for us is Januwary 1, 2009 We do not expect the
adoption of SFAS No, 160 to have a material impact on our or the Utilities' financial position or results of
operations

3. IMVESTITURES

A, COO - GEORGIA OPERATIONS

Cm March %, 2007, our subsidiary, Progress YVentures, Inc. (FV1), entered into a series of transactions o sell or
assign substantially all of its Competitive Commercial Operations (COCO) physical and commercial assets and
liabilities. Assets divested include approximately 1900 MW of gas-fired generation assets i Georgia, The sale of
the generation assets closed on June |1, 20607, for a net sales price of 23615 million. We recorded an estimated after-
ta loss of 3226 million in December 2006, Based on the terms of the final agreement and post-closing adjustments,
during the year ended December 31, 2007, we reversed §18 million after-tax of the impairment recorded in 2006

Additionally, on June 1, 2007, PV ¢losed the transaction involving the assignment of a contract portfolio consisting
of full-requirements contracts with 16 Georgia electric membership cooperatives (the Georgia Contracts), forward
gas and power contracts, gas transportation, structured power and other contracts 10 & third party, This represents
substantially all of our nonregulated energy marketing and trading operations. As & result of the assiznments, PV
made a net cash payment of 3347 million, which represents the net cost 1o assign the Georgia Contracts and other
related contracts. 1o the vear ended December 31, 2007, we recorded a charge associated with the costs to exit the
Georgia Contracts, and other related contracts, of $349 million after-tax (charge included in the net loss from
discontinwed operations in the table below). We used the net proceeds from the divestiture of COCO amd the Georgia
Contracts for general corporate purposes.

The accompanying consolidated finoncial staterments have been restated for ell periods presented to reflect the
operations of CCO as discontinued operations. Interest expense has been allocated to discontinued operations based
on their respective net assets, assuming a uniform debi-io-equity ratio across our eperalions. Pre<1ax mterest expenss
allocated for the vears ended December 31, 2007, 2006 and 2005 was £11 mallion, 536 millkon and $39 million,
respectively. We ceased recording depreciation upon classification of the assets as discontinued operations in
December 2006, After-tax depreciation expense duning cach of the vears ended December 31, 2006 and 2005 was
514 million. Results of discontinued operations for COC for the vears ended December 31 were as follows:
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{in millions) 00T 206 2005

_I!‘.-E‘l.n:nueg 407 $?5:| EEET
Loss before income taxes S(449) LYy (03
I_|_1c:|:_||1_'u_3_lax _hc:]_n;f_lt 166 35 EL
Met loss from discontinued operations (283} 57) (54}

Gain (loss) on dispesal of discontinued operations,

including income tax benefit of 57 and 3123,

respectively 8 (226] =
Loss from discontinued operations E(265) $(283) B34y

B. TERMINALS OFERATIONS AND SYNTHETIC FUELS BUSINESSES

On December 24, 2007, we signed an agreement to scll coal terminals and docks in West Virginia and Kenmcky
{Terminals) for $71 million in gross cash proceeds. Terminals was previously a component of our former Coal and
Synthetic Fuels segment. The terminals have 2 total annual capacity in excess of 40 million tons for transloading,
blending and storing coal and other commodities, Proceads from the sale are expected to be used for general
corporate purposes, We expect this transaction to ¢lose by the end of the first quarter of 2008,

The accompanying consolidated financial statements have been restated for all periods presented do reflect the
operations of Terminals as discontinwed operations, Interest expense has been allocated 1o discontineed operations
based on their respective net assets, assuming a uniform debe-lo=equity ratio across our operations. Pre-tax inferest
expense allocated for the vears ended December 31, 2007, 2006 and 2005 was §1 million, £1 million and 3 million,
respectively. We ceased recording depreciation upon classification of the asscts as discontinued operations in
Movember 2007, Afler-tax depreciation expense during cach of the years ended December 31, 2007, 2006 and 2005
was 52 million, 34 million and 37 million, respectively.

Historically, we have had substamtial eperations associgted with the production of coal-based solid synthetic fuels
i Synthetic Fuels) as defined under Section 29 of the Code. The production and sale of these products gualified for
federal income tax credits so bong as cerain requirements were satisfied. Synthetic fuels are generally no
ceonomical 1o produce and sell absent the credits. On September 14, 2007, we idied production of synthetic fuels at
our majority-owned synthetic fuels facilities due to the high level of ol prices. On October 12, 2007, based upon the
continued high level of oil prices, unfaverable oil price projections through the end of 2007, and the expiration of
the symthetic fuels tax credit program at the end of 2007, we permanently ceased production of synthetic fuels at our
majority-owned facilities. As a result of the expiration of the tax credit program, all of our synthetic fuels businesses
were abandoned and all operations ceased as of December 31, 2007, In accordance wath the provisions of SFAS No.
144, a long-lived asset is abandoned when it ceases to be used, The sccompanyving consolidated imcome statements
hawve been restated for all periods prezanted 1o reflect the abandoned operations of owur svnthetic fuels businesses as
discontinesd operations,

Results of discontinued operations for the vears ended Decomber 31 for Terminals and Symbetic Fuels were as
follows;

{in millions) 2HFT g 20005
Revenues 1,126 15347 1,200
Earnings {lossh before incoms taxes and mmority mmterest 2 R 179} ST
[ncome tax benetit, including tax credits 64 135 35e
Minority interest share of losses 17 7 33
Net carnings (loss) from discontinued operations 553 B3T) L8

C. MATURAL GAS DRILLING AND PRODUCTION

On October 2, 2006, we sold our natural gas drilling and production business (Gas) for approximately §1.1 hillion in
net procesds. Gas included Winchester Production Company, Lid (Winchester Production), Westchester Gas
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Company, Texas Gas Gathering and Talco Midstream Assetz Lid.; all were subsidiaries of Progress Fuels, Proceeds
from the sale kave been wsed primarily to reduce holding company debt and for other corporate purposes.

Based on the net proceeds associated with the sale, we recorded an after-tax net gain on disposal of 300 million
during the year ended December 31, 2006, We recarded an after-tax loss of 2 million during the vear ended
December 31, 2007, primarily related to working capital adjustments,

The accompanying consolidated financial statements reflect the operations of Gas as discontinued operations,
Imterest expense has been allocated to discontinued operations based on their respective ner assels, assuming a
uniform debt-to-equity ratio across our operations, Pre-tax interest expenze allocated for each of the yvears ended
Drecember 31, 2006, and 2005 was 513 million. We ceased recording depreciation upon classification of the asseis
a3 discontinued operations in July 2006, After-tax depreciation expense during the years ended December 21, 20004,
and 20605 was £16 million and 526 million, respectively. Results of discontinued operations for Gas for the vears
ended December 31 were as follows:

(in mallions) 20T 2006 2003
Revenues 5 192 5159
Earnings hefore income taxes % $135 5§73
Income tax benefit (expense) 4 {33} [23)
‘et carnings from discontinued operations 4 B2 43
(Loss) gain on disposal of discontinued operations,

including income tax benefit (expense) of 51 and

(1 58), respectively (4] 300 -
Eamings from discontinued operations 52 382 (7]

. CCO — DESOTO AND ROWAN GENERATION FACILITIES

On May 2, 2006, our board of directors approved a plan to divest of two subsidiaries of PVI, DeSoto County
Crenerating Co., LLC {DeSoto) and Rowan County Power, LLC (Rowan). DeSoto owned a 320 MW dual-fuel
combustion turbine electric generation facility in DeSote County, Fla., and Rowan owned a 925 MW dual-fuel
combined cyele and combustion furbine eleciric generation Tacility in Rowan County, N.C. On May 8, 2006, we
entered into definitive agreements to sell DeSoto and Rowan, including certain existing power supply confracts, to
Southern Power Company, a subsidiary of Southern Company, for gross purchase prices of approximately 580
million and $325 million, respectively. We used the proceeds from the sales 1o reduce debt and for ether corporate
AIrpOSES.

The sale of DeSoto closed in the second quarter of 2006 and the sale of Rowan closed during the third quarter of
20, Based on the gross proceeds associated with the sales, we recorded an afier-tax loss on disposal of 367 million
during the year ended December 31, 2006,

The accompanving consolidated financial statements reflect the operations of DeSoto and Rowan as discontinued
operations. Inferest expense has been allocated to discontinued operations Based on ther respective nel assels,
assuming a uniform deb-to-equity ratio across our operations, Pre-tax interest expense allocated for the vears ended
Decernber 31, 2006, and 2005 was 56 million and $13 million, respectively. We ceased recording depreciation upon
classification of the assets as discontinued operations in May 2006, After-tax depreciation expense during the vears
ended December 31, 2006, and 2005 was $3 million and $8 million, respectively. Resulis of discontinued operations
for DeSoto and Rowan for the years ended Decernber 31 were as follows:
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{in millionz) s 2005

Fevenues Shd 67
Eamnings before income faxes £15 h %
Income tax expenss (5} {2
Net earnings from discontinued operations 1 3
Loss en disposal of discontineed operations, including

income Lax benefit of 337 (67) -
{Loss) eamings from discontinued eperations £(57) E=S

E. FPROGRESS TELECOM, LLC

O March 20, 2004, we completed the sale of Progress Telecom, LLC (PT LLC) to Level 3 Communications, Inc.
(Level 3 We received gross proceeds comprised of cash of 569 million and approximately 20 million shares of
Level 3 common stock valwed at an estimated £66 million on the date of the sale. Our net procesds from the sale of
approximately £70 million, after consideration of mimority interest, were used to reduce debt, Prior to the sale, we
had a 31 percent interest in PT LLC. See Note 20 for a discussion of the subsequent sale of the Level 3 stock in
200,

Based on the net proceeds associated with the sale and after consideration of minority interest, we recorded an after-
tax net gain on disposal of £28 million during the year ended December 31, 2006,

The accompanying consolidated financial statements reflect the operations of PT LLC as discontinued operations.
Interest expense has been allocated 1o discontinued operations based on their respective net assets, assuming a
uniformn debi-to-equity ratio across our operations. Pre-tax inlerest expense allocated was 51 million for the vear
ended December 21, 2005, We ceased recording depreciation upon classification of the assets as discontinued
operations in January 2006. After-tax depreciation expense during the yvears ended December 31, 2006, and 2005
wis ¥1 million and 58 million, respectively. Resulis of discontinwed operations for PT LLC for the years ended
December 31 were asz follows:

(in millions) 2006 2005
_Revenues k] 576
E.aimif:gs before income taxes mi;i?ninmii}' interest 57 811
Income tax expense 41 (3}
Minogity interest share of earnings (51 4}
ﬁl:i{lnss}mmgs from discontinued operations (21 4
Crain on disposal of discontinued operations, inclsding
income tax expense of $8 and minority interest of §35 28 -
Eamings from discontinucd operations $26 %4

In connection with the sale, PEC and PEF provided indemnification againat costs associated with certain asset
performances to Lewel 3. See general discussion of guarantees at Mote 220, The ultimate resolution of these matters
could result in adjustments to the gain on sale in future periods,

F. DIXIE FUELS AND OTHER FUELS BUSINESS

Om March |, 2006, we sold Progress Fuels® 65 percent interest in Dixie Fuels Limited (Dixie Fuels) to Kirby
Corporation for 316 million in cash. Dixie Fucls operates a fleet of four ocean-going dry-bulk barge and tugboat
units. Dixie Fuels primarily transports coal from the lower Mississippi River fo Progress Energy’s Crystal River
facility. We recorded an after-tax gain of 32 million en the sale of Dixie Fuels during the vear ended December 31,
20046, During the year ended December 31, 2007, we recorded an additional gain of 532 million primarily related 1o
the expiration of indemnifications.
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The accompanying consolidated financial statements reflect Diixie Fuels and the other fuels business as discontinued
operations. Interest expense has been allocated to discontinued operations based on their respective net assets,
assuming a uniform debi-to-cquity ratio across our operations, Pre-tax interest expense allocated was 31 million for
each of the years ended December 31, 2006, and 200%, We ceased recording depreciation wpan classification of the
azsets as discontinued operations, After-tax depreciation expense during the vears ended December 21, 2006, and
2005 was 81 million and 32 million, respectively. Results of discontineed eperations for Dixie Fueels and other fuels
busineszes for the years ended December 31 were as follows:

{in mmllions) 2T 20 2005
Revenues B 520 $32
Earnings beltore income taxes -~ 511 8
_Income tax expense i ) (3)
Met eamings from discontinued operations - 7 5

Crain on disposal of discontinued operations, including
income tax expenae of 1 and §1, respectively
Earnings from discontinwed operations 2 59 %5

[
o

€. COAL MINING BUSINESSES

Prograss Fuels owned five subsidiaries engaged in the coal mining business. These busimesses were previously
included in our former Coal and Synthetic Fuels business segment, On May 1, 2006, we sold certain net assets of
three of our coal mining businessas o Alpha Katural Besources, LLC for gross proceeds of 23 million plus a 34
million working capital adjustment. As a result, during the vear ended December 31, 2006, we recorded an after-tax
laas of 510 million on the sale of these assets,

On December 24, 2007, we signed an agreement to sell the remaining net assets of the coal mining, business for
gross cash proceeds of $23 million. These assets include Fowell Mountain Coal Co. and Dulcimer Land Co., which
consist of about 30,0 acres in Lee County, Va and Harlan County, Ky. The property contains an estimated 40
millien 1ons of high quality coal reserves, We expect this transaction 1o clese by the end of the first quarier of 2008,

The accompanying consolidated financial statements reflect the coal mining operations as discontinued operations,
Imterest expense has been allocated to discontinued operations based on the net assets of the coal mines, assuming a
uniform debi-to-equity ratio across our eperations. Pre-tax interest expense allecated for the vears ended December
31, 2007, 2006 and 2005 was 51 million, $1 mallon and £3 million, respectively. We ceased recording depreciation
expense wpon classification of the coal mining operations as discontinued operations in Movember 2005, Afier-tax
depreciation expense during the year ended December 31, 2005, was 10 million. Results of discontinued operations
for the coal mining businesses for the vears ended December 31 were as follows:

(in millions) 2007 006 2005
Revenues 28 %84 S1B4
Loss before mncome taxes 21T 11 E(16)
Income tax benefit f ) 5
Mt loss from dizcontinued operations (11} 4} (11}
Loss on disposal of discontinued operations, including mecome fax
benefit of £16 - [ 107
Loss from discontinued operations 211 14y 11
H. PFROGRESS RAIL

O March 24, 2005, we completed the zale of Progress Kail Services Corporation (Progress Raily 1o One Equity
Partners LLC. a private equity firm unit of 1P Morgan Chase & Co. Cash proceeds from the sale were
approximately $42% million, consisting of $405 million base proceeds plus a working capital adjustment. Proceeds
from the sale were used to reduce debt,
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Based on the gross procescds associated with the sale of 3429 million, we recorded an estimated after-tax loss on
disposal of 323 million during the year ended December 31, 2005, During the year ended December 31, 2006, we
recorded an additional after-tax loss on disposal of 38 million in connection with guarantess and indemnifications
provided by Progress Fuels and Progress Energy for certain legal, tax and environmental matters to One Equity
Partners LLC. The ulumate resolution of these matters could result in adjustments to the loss on sale in future
poricds, Sce general discussion of guaraniees st Node 220,

The accompanying consolidated fnancial statements reflect the operations of Progress Rail as discontinued
operations. Interest expense has been allocated to discontinued operations based on the net assets of Progress Rail,
assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for the year ended
December 31, 2005, was 34 million. We ceased recording depreciation upon classification of Progress Rail as
discontineed operations in February 2005, Afier-tax depreciation expense during the year ended December 31, 2005,
was 53 million. Resuliz of discontinued operations for Progress Rail for the vears ended December 31 were as
ferl lowes:

{in millions) 2006 2005
Revenues £ $358
EEmmgs before income taxes . 5
Income tax expense (3
Net earnings from discontinued operations = 5
Loss on disposal of discontinued operations, including income tax

~ (expense) benefit of $(6) and $135, respectively (&) (250
Loss from discontinued operations $6) sz

L NET ASSETS TO BE DIVESTED

At December 31, 2007, the assets and liabilities of Terminals and the remaining assets and habilities of the coal
mining operations were included in netl assets o be divested, Al December 31, 2006, the assets and liabilities of
CCO, Terminals, the remaining coal mining operations and other fucls businesses were included in net assets 1o be
divested. The major balance sheet classes mcluded in assets and lahilities fo be divested in the Consolidated
Balance Shects were as fiollows:

lin millions) December 31, 2000 December 31, 200
Accounts receivable 5 844
Inventory f 56
Chher curment assets 2 43
Property, plant and equipment, net 38 B3
Cher pssels 6 224

Assels 1o be divested 5§52  tu66
Accounts pavable 5 543
Accrued expenses 3 179
Long-term liabilities 5 26

Liabilities b be divested b1 248

A CEREDO SYNTHETIC FUELS INTERESTS

Om March 30, 2007, our Progress Foels subsidiary disposed of its 100 percent ownership interest in Ceredo Synfuel
LLC (Ceredo), a subsidizry that produces and sells qualifying coal-based solid synthetic fuels, to a third-party buver,
In addition, we entered inty an agreement 1o operate the Ceredo Gacility on behall of the buver. At closing, we
received cash proceeds of 310 mallion and a non-recourss note receivable of $34 million. Payments on the note ane
due as we produce and sell qualifying synthetic fuels on behalf of the buyer. In sccordance with the erms of the
agreement, we received payments on the note related 1o 2007 production of 34% million in 2007 and %5 million in
2008, The total amount of proceeds iz subject 1o adjustment ence the final value of the 2007 Section 2945K credits
15 known, The note bears mierest ol a rate equal to the three-month London Inter Bank Offering Rate (LIBOR) rate
plus 1% The estimated fair value of the note at the inception of the transaction was 548 million
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Pursuant to the terms of the disposal agreement, the buver had the rght o unwind the transaction if an Internal
Revenue Service (IRS) reconfirmation private kewer ruling was not received by Movember 9, 2007, or if cerain
adverse changes n tax law, as defined in the spresment, occurred before Movember 19, 2007, The IRS
reconfirmation private letter ruling was recemved on October 29, 2007, and no adverse change in tax law occurred
prior to Movember 19, Z007. As of December 31, 2007, due to indemnification provisions discussed below, we
recorded losses on disposal of £3 million based on the estimated value of the 2007 Section 20045K 1ax credits, The
operations of Ceredo have been reclassified to discontinued operationz for all periods presented, See dizcussion of
the abandonment of our synthetic fuels operations at Mote 318,

O the date of the transaction, the carrying valee of the disposed ownership interest totaled $37 million, which
consisted primarily of the fair value of crude oil call options purchased in January 2007, Subsequent 10 the disposal,
we remained the primary beneficiary of Ceredo and continued to conselidate Ceredo m sccordance with FIM 46E,
but recorded a 100 percent minority interest. In connection with the disposal, Progress Foels and Progress Energy
provided guarantees and indemnifications for certain legal and tax matters o the buver. The uliimate resolution of
these matiers could result in adjustments to the loss on dizposal in future periods, See peneral dizcussion of
puarantecs at Note 220,

K. WINTER PARK DISTRIBUTION ASSETS

Ag discussed in Mote 7C, PEF sold cenain electric distribution assets to Winter Park, Fla. ('Winter Park), on June 1,
2005,

L. SYMTHETIC FUELS PARTNERSHIP INTERESTS

Io two June 2084 transactions, Progress Fuels sold a combined 498 percent partnership imterest in Colona Synfuel
Limited Parmership, LLLP (Colona), one of its synthetic fuels facilities. Substanfially all proceeds from the zales
were received over time, which is typical of such sales in the industry, Gains from the sales were recognized on a
cosi=recovery basis. The book value of the interesiz sold wialed sppreximately 3235 million. We recognized gains on
these transactions of 54 milhon and $20 millkon in the vears ended December 31, 2006, and 20035, respectively. In
2007, due to the increase in the price of oil that iimits synthetic fuels tax credits, we did not record any additional
gains. The operations of Colona have been reclassified to discontinued operations for all perieds presented, Ses
discussion of the abandonment of sur synthetic feels operations &t Mote 38,

4. ACOUISITHIMS

In May 2003, Winchester Production, an indirectly wholly owned subsidiary of Progress Fuels, acguired a 50
percent interest in 11 natural gas producing wellz and proven reserves of approcimately 25 billion cobic foct
equivalent from a privately owned company headquariered in Texas, In addition to the natural gas reserves, the
transaction also included a 30 percent interest in the gus gathering systems related to these reserves. The total cash
purchase price for the transaction was 546 million. The pro forma results of operations reflecting the acquisition
would not be materially different than the reported results of operations for 20603, In 2006, we sold our 5O percent
interest in the wells, reserves and gas gathering svstem as part of our transaction with EXCO Resources, Inc. {See
Mate 3C),
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5 PROPERTY. PLANT ANMD EQUIPMENT

A, UTILITY PLANT

The balances of elecine utility plam in service af December 31 are listed below, with a range of depreciable lives {in
years) for each:

Diepreciable Progress Energy PEC BEE
{in millions) Lives 2007 2006 2007 2006 007 2006
Production plant 743 $13,765  §12,685 $HO68 38422 S4612  S4.078
Transmission plant 17-75 2,684 2,509 1,361 1,300 1,323 1,209
Diistribution plant 13-55 7,676 7.351 4,147 3,992 3,529 3,359
General plant and other 3-35 1202 1,198 641 2 s61 556
" Utility plant in service T $28327 523,743 SI15,117 514,356 SI0,025 59202

Generally, electric wtility plant &l PEC and PEF, other than nuclear fuel, = pledged as collateral for the first
martgage bonds of PEC and PEF, respectively (Sce Mote 12C)

AFUDC represents the estimated costs of capital funds pecessary 10 fnance the construction of new regulated assets,
A prescnbesd o the regulatory uniform systems of accounts, AFUDC s charged to the cost of the plant for cerain
projects in accordance with the regulutory provisions for each junsdiction. The equity funds portion of AFUDC is
credited to other imcome, and the borrowed funds portion is credited to interest charges. Regulatory authoritics
consider AFUDC an appropriate charge for inclusion in the rates charged to customers by the Utilities over the
service life of the property. The composite AFUDC rate for PEC's eleciric wtility plant was 8.8%, 8.7% and 5.6% in
2007, 2006 and 2005, respectively. The composite AFUDN rate for PEF'z electric utility plant was 8.8%, 3.8% and
T.8% in 2007, 2006 and 2003, respectively,

O depreciation provisions on uiility plant, as a percent of average depreciable property other than nuclear fuel,
ware 2. 4%, 2 3% and 2.2% in 2007, 2006 and 2005, respectively. The depreciation provisions related 1o wtility plam
ware 3560 million, 3333 million and $477 million in 2007, 2006 and 2003, respectively. In addition to utility plant
depreciation provisions, depreciation and amortization expense also includes decommissioning cost provisions,
AR accretion, cost of removal provisions (See Note 51, regulatory approved expenses {(See Notes 7 and 21) and
Clean Smokestacks Act amorfization (See NMote TH)

Amortization of nuclear fuel costs, mcluding disposal costs associated with obligations to the LS. Department of
Energy (DOE) and costs associated with obligations to the DROE for the decommissioning and decontamination of
enrichiment facilities, for the yvears ended December 31, 2007, 2006 and 2005 was $13% millien, $130 million and
5136 million, respectively, This amortization expensze 15 meluded in fuel uzed for elecinic peneration o the
Consalidated Statements of Income,

PEC"s depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,
wierg 2 1% for 2007, 2006 and 2005, The depreciation provisions related to wiility plamt were 5303 milbon, $394
mitllion and 3286 milleon in 2007, 2006 and 2003, respectively. In addition to wblity plant depreciation provisions,
depreciation and amortization expense also includes decommissioning cost provisions, ARO accretion, cost of
removal provisions (See Mate 310, regulatory approved expenses (See Mote TB) and Clean Smokestacks Act
amorization {See Note TR),

FPEF’s depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,
weere 2. 7%, 2,7% and 2.3% in 2007, 2006 and 2005, reapectively, The depreciation provisions related to utility plant
were 5257 million, 3239 million and £191 millson in 2007, 2006 and 2085, respectively. In addition to wtility plant
depreciation provisions, depreciation and amortization expense also includes decommissioning cost provisions,
ARO accretion, cost of remaval provisions (See Mote S0 and regulatory approved expenses (See Notes Tand 210

Amaortization of nuclear fuel costs, including disposal costs associated with obligations to the DOE and costs
aszpciated with obligations to the DOE for the decommissioning and decontamination of enrichment facilines, for
the vears ended December 31, 2007, 2006 and Z005 was 5110 million, 2109 million and S107 mallion, respectively,
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for PEC and £29 million, $31 million and 529 million, respectively, for PEF. These costs were mcluded in fuel used
for electric generation in the Sfatements of Income,

B. DIVERSIFIED RUSINESS PROPERTY

Met diversified buziness property i included in miscellaneous other property and investments on our and PEC's
Consolidated Balance Sheets, Diversified business propery excludes amounts reclassified as assets to be divested
{3ee Kote 31).

Progress Energy

The balances of diversified business property at December 31 are listed below, with a range of depreciable lives for
each:

(i millions) 20607 20046
Equipment (3-235 years) %6 10
Land and mineral rights - [
Buildings and plants { 5-20 vears) 9 47
Agcumulated depreciation k)] (30}
Driversified business property, nel %6 3]

Driversified business depreciation expense was £3 million, 32 million and 34 millien for the years ended December
31,0007, 2006 and 2005, rezpectively,

PEC

Met diversified business property was 56 million at December 31, 2007 and £7 million at December 31, 2006, These
amgunts consist primarily of buildings and equipment that are bemg deprecisted over pertods ranging from 10 1o 40
years, Accumulated depreciation waz 52 million at both December 31, 2007 and December 31, 2006, Diversified
business depreciation expense was less than $1 million cach in 20607, 2006 and 2003,

C. JOINT OWNERSHIF OF GENERATING FACILITIES

PEC and PEF hold ownership mterests in certam jomtly owned generating facilitics. Each is entitled to shares of the
gencrating capability and output of each unit equal to their respective ownership interests, Each also pays its
ownership share of additional construction costs, fuel inventory purchazes and operating expenses, excepl in cerlain
instances where agreements have been executed to limil certain joint owners” maximum exposure to the additional
coals (See Maote 21B). Each of the Unilities' share of operating costs of the sbove jointly owned generating facilitics
iz included within the cormespomding line in the Stetements of Income. The co-owner of Intercession City Unit P11
has exclusive rights to the output of the unit during the menths of June through September. PEF has thar right for the
remainder of the year. PEC's and PEF's ownership interests in the jointly owned generating faciliies are listed
below with related information at December 31
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2007 Company Constructicn

(im miilkions) Dwnership Plant Accomulated Work in
Subsidiary  Facility Interest Investment Depreciation Progress
PEC Mayo B3.E3% 5519 5270 1258
PEC Harris B3E3% 3,178 1,581 21
PEC Brunswick BL6T7% 1,647 h59 16
PEC Roxhore Unit 4 BT.06% h34 164 A9
PEF Crystal River Unit 3 O1.TR% b1 il 450 177
PEF Intercession City Unit P11 b7 23 Q -
2006 Company Construction
(im millions) Chwnership Plamt  Accumulated Work in
Subsidiary Facility Imerest Investment  Depreciation Propress
PFEC Mavo R3.B3% % ) L ¥ -
PEC Harris B3.83% 1159 I 485 ]
PEC Brunswick B1.67% 1,632 RS 15
PEC Roxboro Lini 4 B7.06% 356 163 I
PEF Crystal River Unit 3 o91.78% gl 452 Th
FPEF Intercession City Unat P11 G 6T 23 T -

In the tables above, plant investment and accumulsted depreciation are not reduced by the regulatory disallowances
related 1o the Shearon Harris Muclear Plant (Harris), which are not applicable to the joint owner's ownership interest
in Harris.

i, ASSET RETIREMENT QOBLIGATIONS

At December 31, 2007 and 2006, the assct retirement costs, included in utility plant, related to nuclear
decommissioning of irmadiated plant, net of accumulated depreciation for PEC, taled 329 million and $30 million,
respectively. Mo costs refated to nuclear decommissioning of irradiated plant were recorded st December 31, 2007
and 2006 at PEF, At December 31, 2007 and 2006, additional PEF-related asset retirement costs, net of accumulated
depreciation, of %121 million and $126 million. respectively, were recorded at Progress Energy as purchase
accounting adjustments when we purchased Florida Progress Corporation (Florida Progress) in 2000, The fair valee
of funds sct aside in the Utilities” nuclear decommissioning trust funds for the nuclear decommissioning lability
tcdalbed 2R04 million and 37335 million at December 31, 2007 and 2006, respectively, for PEC and £330 million and
3552 million, respectively, for PEF. Met nuclear decommissioning trust unrealized gains are included in regulatory
labilines (See Note TA)

PEC's nuclear decommissioning cost provisions, which are included in depreciation and amortization expense, were
%31 million cach in Z007, 2006 and 2005 Management believes that nuclear decommissioning costs that have been
and will be recovered through rates by PEC and PEF will be sufficient to provide for the cosis of decommissioning.
Expenzes recognized for the disposal or removal of wiiliny assets that are not SFAS Mo, 143 AROs, which are
included in depreciation and amortrztion expense, were £96 million, 3596 million and 290 million in 2007, 2006 and
2005, respectively, for PEC and 830 million, $27 million and $78 million in 2007, 2006 and 2005, respectively, for
FEF.

During 2005, PEF performed a depreciation study as required by the FPSC no less than every four vears.
Implementation of the depreciation study decreased the rates wsed 1o caleulate cost of removal expense with a
resulting decrease of approximately 555 million in 2006
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The Litilities recognize removal, nonireadiated decommissioning and dismantlement of fossil generation plant cosis
in regulatary liabilities on the Consolidated Balance Sheets (See Note TAL Al December 31, such costs consisted of:

0 3 Energy PEC PEF
{im millions) 2007 2006 2007 2006 2007 2006
Removal costs S1.410 1,341 $70d 5727 5616 £G4
Monirradiated decommissioning costs 141 137 B0 8 6l fl
Dizmantlement costs 125 124 - - 125 124
Mon-ARC cost of remawval 51,676 1,602 474 LRO3 S5O £Tag

The WCLIC requires that PEC update its cost estimate for nuclear decommissioning every five years. PEC™s most
recent site-specific esfimates of decoaninizzioning costs wera developed in 204, uzing 2004 cost factors, and are
based on prompd dismantlement decommissioning, which reflects the cost of removal of all radicactive and other
structures currently at the site, with such remowval occurring  after operating license expiration.  These
decommissioning cost estimates also include interim spent fuel storage costs associated with maintaining spent
nuclear fuel on site until such time that it can be fransferred (o a DOE facility {See Mote 2203, These estimaies, in
2004 dollars, were $56% million for Linit Mo, 2 at Robinson Muclear Plant (Robinson), 5418 million for Brunswick
Muclear Plant {Brunswick) Unit Mo, 1, $3444 million for Brunswick Unit Mo, 2 and 3775 million for Harris, The
estimates are subject o change based on a vanety of Tactors including, but not limined to, cost escalaton, changes in
technolopy applicable to nuclesr decommissioning and changes in federal, state or local regulations. The cost
estimates exclude the portion attributable to North Carolina Eastern Municipal Power Agency (Power Agency),
which holds an undivided ownership interest in Brunswick and Harris. NRC pperating licenses held by PEC
currently expire in July 2030, December 2034 and September 2056 for Robinson and Brunswick Units Mo, 2 and
Mo, 1, respectively. The MRC operating license held by PEC for Harris currently expires in October 2026, An
application 1o extend this hicense 20 vears was submiited in the fourth quarter of 2006, Based on updated
assumptions, in 2005 PEC further reduced fs asset retirement cost net of accumulated depreciation and its ARO
liability by approximately %14 million and $49 million, respectively.

The FPSC requires that PEF update iis cost estimate for nuclear decommissioming every flive vears, PEF filed a new
site-specific estimate of decommissioning costs for the Crystal River Unit No. 3 (CR3) with the FPSC on April 29,
2003, as part of PEF's base rate filing. PEF's estimate is based on prompt dismantlement decommissioning and
inchedes interim spent el storage costs associated with maintaining spent nuclear fuel on zite until such time that it
can be transferred 1o a DOE fcility (See MNote 2200, The estimate, in 2005 dollars, iz 3614 million and is subject 10
change based on a vanety of fctors incledmg, but oot limited 1o, cost escalation, changes in technology applicable
io nuclear decommissioning and changes in federal, state or local repulations. The cost estimate excludes the portion
attributable to other co-owners of CR3. The NRC operating license held by PEF for CR3 currently expires in
December 2006, We expect to subimit an application requesting a 20-yvear extension of this license in the first quarter
of 2009, As part of this new estimate and assumed license exiension, PEF reduced ifs assel retirement cost net of
accumulapted depreciation and its ARO hability by approximately. 236 million and $84 million, respectively. In
addition, we reduced PEF-related asset retirement costs, net of sccumuolated depreciation, by an additional £53
millizn at Progress Energy. Retail accruals on PEF's reserves for nuclear decommissioning were previously
suspended through December 2005 under the terms of a previous base rate agreement, and the base rale agreement
resulting from a base rate proceeding in 2005 continues that suspension. In addition, the wholesale accrual on PEF's
reserves for nuclear decommizssioning was sespended retroactive 10 Janvary 2006, following a FERC accounting
arder issued i Movember 2006,

The FPEC requires that PEF update its cost estimate for fossil plam dismamtlement every Tfour years. PEF filed an
updated fossil dismantbement study with the FPSC on April 2%, 2005, as part of its base rate filing. PEF = reserve for
fossil plant dismantilement was approximaicly 5146 million and ¥145 million &t December 31, 2007 and 2004,
incheding amounts in the ARD liability for ashestos shatement, discissed below. Refail accruals on PEF's reserves
for fossil plant dismantlement were previously suspended through December 2005 under the terms of PEF's
previous basc rate agreement. The base rate agreement resulting from a base rate proceeding in 2005 continued the
suapension of PEF's collection from customers of the expenses to dismantle fossil plants (See Mote 7C),
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Upon implementation of FTN 47 as of December 31, 200F, the Uilities recognized additional ARD liabilities for
ashestos abatement costs (See Mote 113,

We have identified but not recognized AROs related to electric transmission and  distribution  and
telecommunications assets as the result of easements over property ot owned by uz, These easements are generally
perpetual and require retirement action only upon abandonment or cessation of use of the property for the specified
purpesz, The ARG is not estimable for such easements, as we inlend 1o utilize these propertics indefinitely. In the
event we decide to abandon or cease the use of a particular easement, an ARO would be recorded at that time.

Our nomregulated AROs relate 1o our abandoned synthetic fuels operations. The related assel retirement costs, net of
accumulated depreciation, totaled X1 million at December 31, 20068, and none at December 31, 2007,

The following table presents the changes to the AROs during the vears ended December 51, 2007 and 2006,
Revisions to prior estimates of the PEC regulated ARC are related 1o remeasuning the nuclear decommissioning
costs of irradiated plants 1o take into account updated sie-specific decommissioning cost studies, which are required
by the NCUC every five years. Revisions to prior estimates of the PEF regulated ARO are related to the updated cost
estimate for nuclear decommissioning described above.

Progress Energy
{in millions) Regulated  MNonregulated PEC PEF
Assel retirement obligations at January |, 2006 $1,239 % 5949 £290
Accretron expense 72 - 57 15
Kemediation (23 l (2 -
Revisions to prior estimates (6] - - (B}
Asset retirement obligations a1 December 21, 2006 1.303 I 1,004 99
Accretion expense 75 - 50 16
Remediating - {1} = -
Asset retirement nlﬂ:i!:atinns at December 31, Z0HFT 51,378 i 51,063 2315

E. INSURANCE

The Uilities are members of Muclear Electric Insurance Limited (KEIL), which provides primary and excess
insurance coverage against property damage 1o members’ nuclear generating facilities. Under the primary program,
each company is insured for $500 million at each of its respective nuclear plants. In addition to primary coverage,
MEIL also provides decontamination, premature decommissioning and excess property insurance with limitz of
$1.750 billion on cach nuclear plant.

Insurance coverage against incremental costs of replacement power resulting from prolonged accidental outages at
nuclear penerating units i also provided through membership in NEIL. Both PEC and PEF are insured under HEIL,
following a [2-week deductible period, for 52 weeks in the amount of 34 million per week an the Brunswick, Harris
and Kobinson plants, and 55 million per week at the Crystal River plant. An additional 110 weeks of coverage iz
provided at 80 percent of the above weekly amounts. For the current policy period, the companies are subject 1o
refrospective premum assessments of up 1o approximately 534 million with respect to the primary coverage, %37
million with respect fo the decontamination, decommissioning and excess property coverage, and 324 million for the
incremental replacement power costs coverage, in the event covered losses at insured Facilities exceed premivms,
reserves, reinsurance and other NEIL resources. Pursuant to regulations of the MRC, each company’s properly
damage insurance pelicies provide that all proceeds from sech insurance be applied. first, to place the plant in a safe
and stable condition after an accident and. second, to decontaminate, befors any proceeds can be used for
decommissicning, plant repair or restoration. Each company is responsible to the extent losses may exceed limits of
the coverage described above,

Both of the Ltilities are insured against public liability for a nuclear incident up to 10,760 billion per occurrence,
Linder the current provisions of the Price Anderson Act, which limits liakiliny Tor accidents at nuclear power plants,
each company, a5 an owner of nuclear units, can be assessed for a portion of any third-party liability claims arising
from an accident at any commercial nuclear power plant in the United States. In the event that public liability claims
from each insured nuclear incident exceed the primary level of coverage provided by American Nuclear Insurers,

3%



each company would be subject to pro rata assessments of up 1o 3100 million for each reactor owned for each
incident, Pavment of such assessments would be made over time as necessary to limit the pavment in any one year
to no more than §15 million per reactor owned per incident. Both the maximum assessment per reactor and the
maximum yearly assessment are adjusted for inflation at least every five years. The next scheduled adjustment is
due on or before August 31, 2008,

Linder the NEIL policies, if there were multiple terrorism losses occurring within one year, NEIL would make
available ong industry sgeregate limit of $3.200 billion for non-certified acts, along with any amounts it recovers
from remsurance, govemment indemnity or other sources up to the limits for each claimant, IT terrorism losses
occurred bovond the one-year period, a new zet of limils and resources would apply,

The Utilities self-insure their transmission and distribution lines agaimst loss due to storm damage and other natural
disasters. PEF maintains a storm damage reserve pursuant to a regulatery order and may defor losses in excess of the
reservie (See Mote TC)

6. CURRENT ASSETS
A RECEIVABLES
Income tax receivables and interest meome receivables are not meluded in receivables. These amounts are included

in prepaids and other current assets on the Consolidated Balance Shests. At December 31 receivables were
comprised of

Progress Encray PEC PEF
{in millions 20yy 2006 2007 206 20M07 200e
Trade accounts receivable SSR6 3628 5201 S2B5 5264 1288
Unballed accounts receivable 220 27 156 157 Sy 25
Motes receivable a7 57 - - -
[rerivatives accounis receivable 247 - - 13 -
Chher receivahles 46 44 31 36 i3 5
Allowance Tor doubtlul receivables (29} (28] L] {5) (10 (8
Total receivahles 51,137 §430) $472 $473 8330 5340
B. INVENTORY
At December 31 inventory was comprised of:
Progress Energy PEC PEF
(in millions) 2007 2006 2007 2006 2007 2006
Fuel for praduction 5455 3470 5210 §230 %245 £240
Inveniory for sale - 2 - - - -
Materials and supplies 520 442 284 247 234 194
Emission allowances 1% ) 6 0 3 2
Total inventory 5994 $936 8510 5497 5484 S436

Materials and supplies amounts above exclude long-term combustion wrbine inventory amounts included in other
assels and deferred debits for Progress Energy of 565 million and $44 mullion at December 21, 2007 and 2006,
respectively, and PEC of 544 million at December 31, 2007 and 2004,

Emiszion allowances above exclude long-term emission allowances included in other assets and deferred debits for
Progress Energy. PEC and PEF of 332 million, $3 million and 329 million, respectively, il December 31, 2007
Progress Energy, PEC and PEF did not have any long-term emission allowance amounts at December 31, 2006,



7. REGULATORY MATTERS
A. REGULATORY ASSETS AND LIABILITIES

As regulated entities, the tilities are subject fo the provisions of SFAS No, 71, Accordingly, the Utilities record
cenain assels and liabilities resulting from the effects of the raemaking process that would not be recorded under
GAAP for nonregulated entities, The Liilities” ability to continue 1o mest the criteria for application of SFAS Mo. 71
could be affected in the future by competitive forces and restructuring in the electric wtility industry, In the event
that SFAS No. 71 no longer applies to a separable portion of our operations, related regulatory assets and liabilities
would be climinated unbess an appropriate regulatory recovery mechanism was provided, Additionally, such an
event could result in an impairment of uiility plant assets as determined pursuant w 5FAS No, 144,

At December 31 the balances of regulatory assets (labilities) were as follows:

_Pragress Energy
{in millions) 2007 20016
Defizrred fuel cost — current (Mote 7B) Si54 106
Deferred fuel cost = long-term {Note TH) 114 114
Deferred impact of ARD — PEC (Note 11 194 282
Income taxes recoverable through future rates (Mote 14) 141 14
Loss on reacquired debt (Note 113 43 44
Storm deforval (Motes 7B and 7C) 21 102
Fostretirement benefits (Note 16) 21z 373
Dervative mark-ro-market adjustment (Mote | TA) - T
Environmental (Motes 7B, TC and 21A) 40 T2
Investment in GridSouth {Note 7D X2
Dther 43 50
 Total long-term regulatory assets LEY | 1,231
Deferned Tuel cost — current (Note TC) (154) (630
Deferred energy conservation cost and other current
regulatory liabilitics _ (19 (13}

Total current regulatory labilities (173 (76}
Mon=-ARC cost of removal (Mote 50 (1,676) (1,602)
Deferred impact of ARD — PEF (Node 1D} (226} {221)
Net nuclear decommissigning trust unrealized gains (Mote 50} (351} (330
Clean Smokestacks Act compliance (Note TH) - {333)
Derveative mark-to-market adjustment (Mote 174 (185) -
Storm reserve (Mote 7C) (63} (2}
Cther - {38} {55)

Tedal long-term regulatory liabilities - {2.539) (2,543)

Net regulatory liabilities $(1.627) £1,192)
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PEC

(in millions) 2007 2006
Deferred fuel cost — current (Note 7B) 5148 5196
Deferred fuel cost — long-term (Note TB) 114 114
Deferred impact of ARD (Note 11X 294 282
Income taxes recoverable through future rates (Note 14) 51 30
Loss on reacguired debt (Note 1D0) 8 19
Storm deferral (ot 7B} & [
Postretirement bencfits (Moie 16) 126 243
Envireonmental (Mote 7B 1 15
Investmant in GridSouth (Mote 70 22 -
Other 38 a2
Total long-term regulatory asseis 679 777
Mon-ARC cost of removal (Note 50} {874) (B3}
Met nuclear decormmissioning trust unrealized gains (Note 500} (188) {171}
Deerivative mark-to-market adjustment (Note 17A) (19) i
Clean Smokestacks Act compliance (Nate TB) - (333}
Cither (16) (13)
~ Total long-term regulatory liabilities {1,097) (1,320}
Nt n:Eutam:}' liahilities {2700 £0347)
PEF
(in millions) 2007 2006
Deferred fuel cost — current (Note 7C) 6 5
Storm deferral (Note TC) 16 T
Income taxes recoverable through future rates (Mote 14) Sk LE
Loss on reacquired debi (MNote 11 25 27
Postretivement benefits (Note 16) B 130
Dervative mark-to-market adjustment {MNote 17A) - 78
Environmental (Notes 7C and 21A) 30 57
Oiher 5 .
Total fong-term regulatory assels 152 454
Deferred fuel cost — current {MNote 7C) (154} (83}
Deferred energy conservation cost and other current
regubatory liabilities (1% (13}
Total current regulatory liabilities (173 (76)
Mon-ARD cost of removal (Mote 500 {B02) {79
Deferred impact of ARD {Mote 110 {9} (58]
Met nuclear decommissioning trust unrealized gains (MNote 500 {163) (159
Dervwative mark-to-market adjustment (MNote 174 {166) -
Storm reserve (Mote 7C) {6.3) (2]
Other (26) {43)
Total long-term regulatory liabilities {1,206) {1,091
MNet regulatory liabilities $(1,231) S713)

Except for portions of deferred fuel costs and loss on reacquired detq, all regulatory assels ¢am a return or the cash
has not vel heen expended, in which case the assets are offsel by labilitees that do not incur a carmving cost. We
anticipate recovering long-term deferred fuel costs in 200% and loss on reacquired debt over the applicable lives of
the debt. We expect to fully recover our regulatory assets and refund cur regulatory liabilities through customer rates
under current regulatory practice,
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B. PEC RETAIL RATE MATTERS

BASE RATES

FEC's base rates are subject fo the regulatory jurisdiction of the NCUC and SCPSC. In PEC's most recent rate cases
in 1988, tha NCLUC and the SCPSC each avthonized a retum on equity (ROE) of 12.75 percent. In June 2002, the
Morth Carolina Clean Smokestacks Act (Clean Smokestacks Act) was enacted in North Carolina requiring the state's
electric utilities to reduce the emissions of nitrogen oxides (NOx) and sulfur dioxide (S04} from their Morth Caroling
coil-fired power plants in phases by 2013. The Clean Smokestacks Act froze North Caroling electric utility base
rates for a five-vear pericd, which ended December 31, 2007, unless there were extraordinary events bevond the
contrel of the utilities or unless the utilities persistently earmed a return substantally in excess of the rate of return
established and found reasonable by the NCUC m the respective utility’s last general rate case. There were no
pdjustments to PEC's base rates during the five-year period ended December 31, 2007. Subsequent to 2007, PEC's
current Morth Carolina base rates are continuing subject to traditional cost-based rate regulation,

During the rate freeze period, the legislation provided for 2 minimum amortization and recovery of 70 percent of the
original estimated compliance costs of $813 million {or $569 million) while providing significant flexibility in the
amount of annual amortization recorded from none wp to $174 million per vear. For the vears ended December 31,
2007, 2006 and 2005, PEC recognized amortization of 334 million, $140 million and 3147 million, respectively, and
recognized $36%9 million in cumulative amortization through December 31, 2007,

On March 23, 2007, PEC fiked a petition with the NCUC requesting that it be allowed o amorlize the remaining 30
percent {or 3244 million) of the original estimated compliance costs fior the Clean Smokestacks Act during 2008 and
2009, with discretion to amortize up to 174 million in either vear, Additionally, among other things, PEC requested
that the NCUC allow PEC to include in its rate base those eligible compliance costs exceading the originzl estrmated
compliance costs and that PEC be allowed to acoree AFUDC on all eligible compliance costs in excess of the
original estimated compliance costs. PEC also requested that any prudency review of PEC's environmental
compliance costs be deferred until PEC’s next ratemaking proceeding in which PEC secks to adjust its base rates
On Chetober 22, 2007, PEC filed with the WCUC a settlement agreement with the NCUC Public Stall, the Caroling
Litiliey Customers Associations {CUCAY and the Caroling Industrial Group for Fair Udlity Bates 11 {CIHGFUR)
supporting PEC's proposal. The MCUC held a heanng on this matter on October 30, 2007, On December 20, 2007,
ihe MCUC approved the setilement agreement on a provisional basis, with the KCUC indicating that it intended 1o
initiate a review in 200% to consider all reasonable altematives and proposals related to PECs recovery of its Clean
Emokestacks Act compliance costs in excess of the oniginal estimated costs of $813 million. Additionally, the
MWL arderad that ne portion of Clean Smokestacks Act compliance costs directly assigned, allocated or otherwise
attributable 1o another jurisdiciion shall be recovered from PEC s retail Morth Carolina customers, even if recovery
of these costs 15 disallowed or denied, in whele or in part. in another jurisdiction. We cannot predict the outcome of
PEC’s recovery of eligible compliance costs exceeding the original estimated compliance costs,

Sea Mote 21B for additional informiation abowt the Clean Smokestacks Act.
FUEL COST RECIOHWERY

Om May 2. 2007, PEC filed with the SCPSC for an increase in the fuel rate charged to its South Carolina ratepayers.
PEC asked the SCPSC to approve a 512 million increase in fuel rates for under-recovered fuel costs associated with
prior year setilements and to meet future expected fuel costs, On June 27, 2007, the 3CPAC approved a setthement
agreement fiked joingly by PEC and all other parties to the proceedings. The setthement agreement resolved all issues
and provided for a 512 millien increaze in fuel rates. Effective Julv 1, 2007, residential electric bills increased by
§1.83 per 1,000 kilowatt-hours (kWh), or 1.9 percent, for fuel cost recovery, At December 31, 2007, PEC's South
Caroling deferred fuel balance was 521 million,

Cin Jume &, 2007, PEC filed with the NCUC for an increase in the fise] rate charged to its North Caroling ratepayers
PEC asked the MCLIC to approve a 548 million increase in fuel rates. On September 25, 2007, the RCUC approved
PEC’s petition. The increase took effect October 1, 2007, and mcreased residentral electric bills by $1.30 per 1,000
kWh, or 1.3 percent, for fuel cost recovery. This was the second increase associated with a three-vear settlement
approved by the MCUC in 2006, The settlement provided for an increase of 5177 million effective October |, 2006;
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548 million effective Oetober |, 2007, as discussed above; and an additional mcrease of approcimately £20 million
in Deteber 2008, On November 21, 2006, CUCA filed an appeal with the North Carolinag Tenth District Court of
Appeals of the NCUC s order approving the settlement on the grounds that the MCUC did not have the statutory
guthority to establish fuel rates for more than one vear, On October 24, 2007, CUCA filed a motion to withdraw
their appeal. On Movember 7, 20807, the North Carolina Tenth District Court of Appeals granted CUCA’s motion, Al
December 31, 2007, PEC's Nonh Caroling deferred fuel balance was 5241 million, of which 5114 million is
expected to be collected after 2008 and has been classified as a long-term regulaiory asset,

STORM COST RECOVERY

In February 2004, PEC filed with the SCPSC seeking penmission 1o defer expenses incurred from the first quarter
2004 winter storm. In September 2004, the SCPSC approved PEC™s request to defer the costs and amortize them
ratably over five years beginning in January 2003, Approximately 3% million related 1o storm costs was deferred in
2004, For the years ended December 31, 2007, 2006 and 2003, PEC recognized 32 million of South Caroling stonm
amaortization,

In October 2003, PEC filed with the NCUC seeking permission to defer approximately $24 million of expenses
incurred from Hurricane lsabel and the February 2003 winter storms. In December 2003, the NCUC approved
FEC s request to defer the costs associated with Hurricane [sabel and the February 2003 winter storms and amortize
them over a period of five years. For the vears ended December 31, 2007, 2006 and 2005, PEC recognized £5
million of Morth Careling sterm amortization,

OTHER MATTERS

FEC filed petitionz on September 14, 2006, and September 22, 2006, with the SCPSC and NCUC, respectively,
seeking awthonzation 1o defer and amortize the respective Junsdictional portion of 218 million of previously
recorded operstion and maintenance (O&M) expense relating to certain environmental remediation sites {Ses Mote
21A). On October 11, 2006, the SCPSC granted PEC’s petition to defer is jurisdictional amount, totaling 53
million, and amortize it over a five-year period beginning Janwary 1, 2007, Cn October 19, 2006, the MCLIC granted
PEC's petition to defer its jurisdictional amount, tdaling 215 million, and amortize it over a five-vear period,
However, the MCUC order directed that amorization begin in 2006, with an amortization expense of 33 million. As
a result, during the founh quarter of 2006, PEC reversed 518 million of O&M expense, established a regulatory
asset and recorded 3 million of amorization expense. During the year ended December 31, 2007, PEC recorded 53
million of amortization expense. Additionally, PEC reduced the regulatory asset by 52 million during the vear ended
December 31, 2007, based on newly available data regarding cerain remediation sites and imsurance proceeds (See
Mote 214,

The NCUC and SCPSC approved proposals to accelerate cost recovery of PEC"s nuclear penerating assels
beginning January 1, 20080, and continuing through 2009, The aggregate minimum and maximum amounts of cost
recovery arg 2330 millon and 5750 million, respectively, with flexibility in the amount of annual depreciution
recorded, from none to 3130 million per year. Accelerated cost recovery of these assets resulted in additional
depreciation expense of $37 million in 2007, No additronal depreciation expense from accelerated cost recovery was
recorded in 2004 or 2005 Through December 31, 2007, PEC recorded total accelerated depreciation of $440
millien, of which £362 million was recorded for the Morth Carolina jurizsdiction and 577 million was recorded for
the South Caroling jurisdiction,

During 2007, the North Carolina legislature passed comprehensive energy legiskation, which became law on August
20, 207, Among other provisions, the law allows the utility 1o recover the costs of new demand-side management
(DEM) and energyv-efficiency programs through an annual DSM clavze. The law allows PEC to capitalize those
costs that are intended to produce future benefits and authorizes the KCUC to approve other forms of financial
incentives to the wility for DEM and energyv-efficiency programs, DSM programs include any program or initiative
that shifts the timing of electricity wse from peak to ponpeak periods and includes load management, eleciriciy
system and operating controls, direct load control and interruptible load. PEC has begun implementing a serics of
DSM and energy-efficiency programs and deferred 32 million of implementation and program costs through
December 31, 2007, for fulure recovery,

43



PEC filed a petition on November 30, 2007, with the SCPEC seeking avthorization 1o create a deferved account for
D5M and encrgy-efficiency expenses. Omn December 21, 2007, the SCPSC issued an order granting PEC's petition
As a resull, PEC has deferred an immaterial amount of implementation and program costs through December 31,
2007, for future recovery in the Soawth Caroling jurisdiction. PEC anticipates applving for a DSM and energy-
efficiency clause to recover the costs of these programs im 2008, We cannot predict the outcome of this matter.

L PEF RETAIL RATE MATTERS
BASE RATE AGREEMENT

As a resull of a base rate proceeding in 2005, PEF is party to a base rate setflement agreement that was effective
with the first billing cycle of January 200 and will remain in effect throwgh the Fast billing evele of December 2009,
with PEF having sole opiion to extend the agreement through the last billing cycle of June 2010 pursuant to the
agreement. In accordance with the base rate agreement and as modified by a stipulation and settlement agrecment
approved by the FPSC on October 23, 2007, base rates were adjusted in January 2008 due to specified generation
facilities placed in service in 2007, The setilement agreement alzo provides for revenue sharing between PEF and i1z
ratepayers beginning in 2006 whereby PEF will refund two-thieds of retail base revenues between the specified
threshold and specified cap and 100 percemt of revenues above the specified cap. However, PEF s retail base
revenues did not exceed the specified 2007 threshold of 51.537 billkon and thus ne revenues were subject to revenus
sharing. Both the 2007 base threshold of $1.537 billion and the 2007 cap of $1.588 billicn will be adiusted annually
for rolling average 1i-vear retail k'Wh sales growth. PEF s 2006 retail base rates did not exceed the threshold and no
revenues were subject to the revenwe sharing provisions. The settlement agresment provides for PEF o continue to
recover certain costs through clauses, such as the recovery of post-9711 security costs through the capacity clause
ad the carrving costs of coal inventory in transit and coal procurement costs theough the fuel clawse, Under the
seflement agreement, PEF 15 authorized 1o inclede an adjustment to increase common equity for the impact of
Standard & Poor's Raling Services' (S&Ps) imputed off-balance sheet debt for future capacity pavments to
qualifving facilities ((JFs) and other entitics under long-term purchase power agreements. This adjusted capital
structure will be used for surveillance reporting with the FPSC and pass-through clause retarn calculations. PEF will
use an authorized 11.75 percent ROE for cost-recovery clauses and AFUDC. In addition, PEF's adjusted equity ratio
will be capped at 57.83 percent as calculated on a Anancial capital stirecture that incledes the adjustment for the S&F
imputed off-balance sheet debd. IF PEF = regulatory ROE falls below 10 percent, and for certain other events, PEF is
authorized to petition the FPSC for a base rate increase.

PASS-THROUGH CLAUSE COST RECQVERY

On Sepiember 4, 2007, PEF filed a request with the FPSC seeking approval of a cost adjustment to reflect a
prajected over-collection of fuel costs in 2007, declining projected fuel costs for 2008 and other recovery clause
faciors, PEF asked the FPSC to approve a 3163 million, or 453 percent, decrease i rates effective January 1. 2008,
This cost adjustiment would decrease residential balls by 2500 for the first 1,000 k'Wh. As discussed abowve,
residential base rates increased due to specified peneration facilities placed in service in 2007 by $2.73 for the first
1.000 kWh effective January 1, 2008. After considering the net effect of the base rate increase and the proposed fuel
cost adjustrment, 2008 residential bills would decrease by a net amount of £2.27 for the first 1,000 kWh, The FPSC
approved the cost-recovery rates for 2008 in an order dated January 8, 2008, A1 December 31, 2007, PEF"s current
regulatory lakilities tdaled 3173 million, which were comprased of over-recovered fuel and capacity costs of 5140
million, acerued disallowed fuel costs of 514 milhion, over-recovered conservation costs of 314 million and over-
recovered environmental compliance of £5 million.

On August 10, 2006, Flerda's Office of Publhic Counsel (0PC) filed a petition with the FPSC asking that the FPSC
require PEF to refund to ratepayers $143 million, plus interest, of alleged excessive past fuel recovery charges and
50 allowance costs during the period 1996 (o 2003, The OPC subsequently revised its claim to 3135 million, plus
intergst, The OPC claimed that alihough Crysial River Unal 4 and Crystal Eiver Unit 5 (CR4 and CR3) were
designed to burn a blend of coals, PEF failed to act to lower ratepayvers’ costs by purchasing the most economical
blends of coal. During the period specified in the petition, PEF's costs recovered through fuel recovery clauses were
annually reviewed for prudence and approval by the FPSC, On July 31, 2007, the FPSC heard this matier, On
October 10, 20607, the FPSC pssued s order repectime most of the OPC's contentions. However, the 4-1 majority
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found that PEF had not been prudent in purchasing a portion of its coal requirements during the period from 2003 to
2005, Accordingly, the FPSC ordered PEF to refund i1z ralepayers approximately 314 million, inclusive of mterest,
over a 12-month penod beginning January 1, 2008, For the vear ended December 31, 2007, PEF recorded a pro-tax
other operating expense of 312 million, interest expense of %2 million and an associated %14 million regulatory
liakility included within PEF's deferred fuel cost at December 31, 2007, On Cetober 25, 2007, the OPC requested
the FPEC to reconsider its October 10, 2007 order asserting that the FPSC erred in not erdering & larger refund, PEF
filed its opposition to the OPC’s request on November |, 2007, On February 12, 2008, the FPSC denied the OPC's
request for reconsideration. PEF &s alse evaluating its options, including an appeal to the Florida Supreme Court of
the FPSC™s Octeber 10, 2007 order. We cannot predict the outcome of this matter. The FPSC also ordered PEF 1o
address whether it was prodent in its 2006 and 2007 coal purchases for CR4 and CRS. On October 4, 2007, PEF
filed & motion to establish a separate docket on the prudence of itz coal purchases for CR4 and CRS for the yvears
20pe and 20667, On October 17, 2007, the FPSC granfed that motion. The OPC Hled testimony in support of its
position to require PEF 1o refund a1 lesst 214 mallion for alleged excessive fuoel recovery charges for 2006 coal
purchases. PEF believes its coal procurement practices have been prudent. We cannot predict the outcome of this
MAlLET.

On September 22, 2006, PEF filed a petition with the FPSC for Determination of Nead to uprate CR3, bid rule
exemption and recovery of the revenee requirements of the uprate through PEF s fuel recovery clause. To the extent
the expenditures are prodently incurred, PEF s investment in the CR2 uprate is eligible for recovery through base
rates. PEF's petition would allow for more prompt recovery. The multi-stage uprate will increase CR3's gross
output by approximately 18D MW by 2012, PEF received NRC approval for a license amendmeant and implemented
the first stage’s design modification on Tanuary 31, 2008, and will apply for the required license amendment for the
third stage’s design modification. The petinon filed with the FPSC mcluded estimated project costs of
approximately £382 million. These cost estimates may continue o change depending upon the results of more
defailed engineering and development work and increased material, labor and equipment costs. On February 8,
2007, the FPSC 1ssued an order approving the need certification petition and bid rule exemption. The request for
recovery through PEF's fuel recovery clause was transferved to a separate docket filed on Januwary 16, 2007, On
February 2, 2007, intervenors filed a maotion 1o abate the cost-recovery porion of PEF s request. On February 9,
2007, PEF requested that the FPSC deny the imtervenors” motion as legally deficient and without ment. On March
27, 2007, the FPSC denied the motion to abate and directed the stafT of the FPSC fo conduct a hearing to determine
whether the revenue requirements of the uprate should be recovered through the fuel recovery clause, Om May 4,
2007, PEF filed amended testimony clarifying the scope of the project, The FPSC held a hearing on this matter on
August 7 and 8, 2007, The staff of the FPSC recommended that PEF be allowed 1o recover prudent and reasonable
costs of Phase 1, estimated ot 56 million, through the Fuel clause, The staff of the FPEC recommended that the costs
of all other phases, estimated at $376 million, be considered im a base rate proceeding. On Cctober 19, 2007, PEF
filed a notice of withdrawal of its cost-recovery petition with the FPEC. On Movember 21, 2007, PEF filed a petition
with the FPSC seeking cost recovery under Florida’s comprehensive energy bill enacted in 2006, and the FPSC's
new nuclear cost-recovery rule, On February 13, 2008, PEF filed a notice of withdrawal of its cost-recovery petition
with the FPSC. PEF will proceed with cost recovery under Flonda®s comprehensive energy bill and the FPSCs
nuclear cost-recovery rule based on the regulatory precedence established by a FPSC order to an unaffiliated Florida
utility for & nuclear uprate project. We cannot predict the ouicome of this matter.

STORM COST RECOVERY

O July 14, 20035, the FPEC issued an order authorizing PEF to recover $232 million over a two-vear period,
including interest, of the costs it incurred and previowsly deferred related to PEF's restoration ef power associated
with the four hurricanes in 2004, The ruling allowed PEF 10 include a charge of approximately 3327 on the averages
residential monthly customer bill of 1,000 KWh beginning August 1, 2005, The ruling by the FPSC approved the
majority of PEF’s requests with two exceptions: the reclassification of 538 million of previously deferred cosis to
utility plant and the reclassification of 517 million of previously deferred costs as O&M expense, which was
expensed in the second quarter of 2005, The amoum included in the origmal Movember 2004 petition requesting
recovery of 3252 million was an estimate. On September 12, 2005, PEF filed a true-up to the original amount
comprised primanly of an additional 519 million of costs partially offset by 38 million of adjustments resulting from
allocating a higher portion of the costs to the wholesale jurisdiction and refining the FPSC adjustments. On
Mowembsar 9, 2005, the recovery of this difference was administiratively approved by the FPSC, subject to audit by
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the FPSC staff. The net impact was included in customer bills begimning January 1, 2006, In 2007, 2006 and 2005,
PEF recorded amortization of $75 million, $122 milbon and 350 million, respectively, associated with the recovery
of these storm costs. The retail portion of storm restoration costs were fully recovered at December 31, 2007,

Oy Apeil 25, 2006, PEF entered into a setlement agreement with cerlam intervenors i ils sOrm Cosl-récovery
docket that would allow PETF 1o extend its then-current iwo-year storm surcharge, which equals approximately 33.61
on the average residential monthly customer Bill of 1000 k'Wh, for an additional 12-month period to replenish iis
storm reserve. The requested extension, which began August 2007, is expected to replenish the existing storm
reserve by an estimated $126 mallion. During the third quarter of 2006, PEF and the intervencrs modified the
setilement agreement such that in the event future starms deplete the reserve, PEF would be able to petition the
FFSC for implementation of an interim surcharge of al least 80 percent and wp to 100 percent of the clamed
deficiency of 113 storm reserve, The mtervenors agreed not to oppose the mterim recovery of 80 percent of the future
claimed deficiency but reserved the right to challenge the interim surcharge recovery of the remaining 20 percent.
The FPSC has the right to review PEF's storm costs for prudence. On August 29, 2006, the FPSC approved the
settlement agreement as modified, Through December 31, 2007, PEF had recorded an additional £35 million of
storm reserve from the extenzion of the storm surcharge, Al December 31, 2007, PEF's storm reserve totaled 363
mmilliom

FRANMCHISE MATTERS

O June 1, 2005, Winter Park acquired PEF'z electric dizmribution svstem that serves Winter Park for approximately
£42 millien, Cn June |, 2003, PEF transferred the distribution system @0 Winter Park and recosnized a pre-tax gain
of approximately 525 million on the transaction, which is included as an offset to other wtility expense on the
Statements of Income, This amount was decreased 51 million in the third quarter of 2005 upon accumulation of the
final capital expenditures incurred since arbitration. PEF also recorded a regulatory lability of 38 million for
stranded cost rewvenues, which will be amortized to revenues over six vears in accordance with the provisions of the
ranafer agreement with Winter Park, In June 2004, Winter Park executed a wholesale power supply contract with
PEF with a five-vear term and a rengwal option.

OTHER MATTERS

On October 29, 2007, PEF submitted a revised Open Access Transmission Tariff (OATT) filing, including a
scttlement agreement, with the FERC requesting an increase in transmission rates. The purpose of the filing was 1o
implement formula rates for the PEF OATT in order to more accurately reflect the costs that PEF meurs in providing
ieansmission service. In the fling, PEF proposed w move from a fixed rate o 3 formula rwte, which allows for
Iransmission rafes to be updated each vear based on the prior year's sctual costs, Settlement discussions were held
with major customers prior to the filing and a settlement agreement was reached on all issues. The settflement
proposed a formula rate with a rate of return on equity of 0.8 percent. PEF received FERC approval of the
settlernent agreement on December 17, 2007, The new rates were effective January 1, 2008, and PEF estimates the
impact of the new rates will increase 2008 revemees by 51 million to 82 million,

D. REGIONAL TRANSMISSION ORGANIZATIONS

I 200K, the FERC issued Chrder 2000, which set minimum characteristics and functions that regional transmission
erganizations (BTOs) must meel, including mdependent transmission service, In October 2000, as a result of Order
2000, PEC, along with Duke Energy Corporation and South Carolina Electric & Gas Company, filed an application
with the FERC for approval of an RTO, GridSouth Transco, LLC (GridSouth). In July 2001, the FERC issued an
order provisionally approving GridSouth. However, in July 2000, the FERC issued orders recommending that
companies in the southeasiern United States engage in mediation 1o develop a plan for a sinzle RTO. PEC
participated in the mediation; no consensus was reached on creating a southeast RTO. On August 11, 2003, the
CiridSouth paricipants notified the FERC that they had terminated the GridSouth project. By oeder issued October
20, 2005, the FERC terminated the GridSouth proceading

Omn Nowvember 16, 2007, PEC petitioned the NCUC to allow it to establish a regulatory asset for PEC's development
costs of GridSouth pending disposition in a general rate procecding. On January 14, 2008, the NCUC issued an
order requesting interested parties to file comments regarding PEC's petition on or before January 28, 2008, On
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February 11, 2008, PEC filed response comments. On December 20, 2007, the NCUC issued an order for one of the
other GridSouth partners. As part of that order, the NCUC rmled that the wtility's GridSouth development costs
should be amortized and recoverad over a 10-vear perod beginning June 2002, Until the NCUC rules upon PEC's
petition, PEC will apply the same accounting treatment to its GridSouth development costs. Consequently, in
December 2007, PEC recorded an 11 million charge to amortization expense to reduce the Morth Carolina portion
of development costs, which iz included in depreciation and amortization on the Consolidated Statements of Income,
PEC"s recorded investment in GridSouth totaled 522 million and 533 million &t December 31, 2000 and 2008, PEC
expects to recover its GridSouth development costs based on precedent regulmtery proceedings; in 2007, PEC
reclazsified itz investment in GridSouth from other assets and deferred debits to regulatory assets on the
Conselidaed Balamce Sheets. We cannot predict the outcome of this matter.

PEF was one of three major investor-cwned Flosida utilities that formed the GridFlorida RTO in 2000. A cost-
benefit study conducted during 2005 concluded that the GridFleonds RTO was not cost effective for FPSC
Jurisdictional customers and shifted benefits to nonjurisdictional customers. In light of these findings, during 2006
the FPSC and the FERC closed their respective docketed proceedings and GridFlorida was dissolved, PEF fully
recovered its development costs in GridFlorida from retail ratepayers through base rates,

E. MUCLEAR LICENSE RENEWALS

The MRC operating license for Bobimson expires in 2030 and the licenses for Brunswick expire in 2036 for Unit Mo,
I and 2034 for Unit Mo, 2. On November 14, 2006, PEC filed an application for & 20-yvear extension from the NRC
on the operating license for Harris, which would extend the operating license through 2046, 1 approved. PEC
anticipates a decizion from the NRC in 2008, The NRC operating heense hald by PEF for CR3 currently expires in
December 2016, PEF expects to submit an application requesting a 20-year extension of this license in the first
quarter of 2009,

3. COODWILL AND INTANGIBLE ASSETS

We perform annual goodwill impairment tests in aecordance with SFAS No. 142, “Goodwill and Other Intangible
Assets™ (SFAS Mo, 142). Goodwill was tested for impairment for both the PEC and PEF segments in the second
quarters of 2007 and 2006; cach test indicated no impainment,

Under SFAS No. 142, all goodwill is assigned to our reporting units that are expected to benefit from the synergies
of the business combination. At December 31, 20007 and 2006, our carrving amount of goodwill was 53,653 billion,
with F1.922 hillion assigned to PEC and £1.733 billion assigned 10 PEF. The amounts assigned to PEC and PEF are
recorded in our Corporate and (ither business segment. There were no changes to the assisnment of the camrying
amounts 1o PEC and PEF in 2007 or 2006,

Goodwill impairment tests were performed at owr CO0-Georgia Operatons  reporting unit level, which was
comprised of four nonregulated generating plants {Georgia Operationz). As a result of our cvaluation of certain
buziness opportunities that impacted the future cash flows of our Georgia Operations, we performed the annual
goodwill impairment test during the first quarter of 2006, We estimated the fair value of that reporting unit using the
cxpected present value of future cash Blows. As a result of that fest, we recognized a pre-tax goodwill impairment
charge of %64 million {33% million after-tax} during the first quarer of 2006, which has been reclassified o
discontinued operations, net of tax on the Consolidated Statements of Income (See Note 3A)

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-lived assets. On May
22, 2006, we idled our synthetic fuels facilities due to sigmificant uncertanty surrounding future svnthetic fuels
production. 'With the wling of these [aciliies, we performed an evalustion of the intangible assets, which were
comprised primarily of capitalized acquisition costs (See MNote 9 for impairment of related long-lived assers), The
impairment test considered numerous factors including, among other things, continued high oil prices and the then-
current idled state of cur svnthetic fuels facilities, We estimated the fair value using the expected present value of
future cash flows. Based on the results of the impairment test, we recorded a pre-tax impairment charge of $27
million (317 million after-tax) during the quarter ended June 30, 2006, which has been reclassified to discontineed
operations, net of ax on the Consolidated Statements of Incomse. This chorge represented the entirety of the
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synthetic fuels intangible assets; these assets had been reported within our former Coal and Synthetic Fuels segment
{Sec Mote 3B).

B IMPAIRMENTS OF LONG-LIVED ASSETS AND INVESTMENTS

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-lived assets, In 2005,
we recorded pre-tax long-lived asset and investment impainments and other charges of 565 millien, of which 364
millien has been reclassified o discontinued operations, net of 1ax oo the Consolidated Statements of Income. PEC
recorded pre-tax long-lived assel and investment impairments and other charges of $1 million in both 2006 and
2015,

A LONG-LIVED ASSETS

D to rising current and Tulure oil prices, m the third and fourth quarters of 2005 we tested our svnthetic fucls plant
assets for impairment. These tests indicated that the assets were recoverzgble and no impairment charge was
recorded. See Mote 220 for additional information.

Concurrent with the synthetic fusls mlangibles mpamrment evaluation discussed in Mote 8, we also performed an
impairment evaluation of related long-lived assets during the second quarter of 2006, Based on the results of the
impairment test, we recorded a pre-tax impairment charge of 364 million (338 million after-tax) during the quarter
ended June 30, 2006, which has been reclassified to discontinued operations, net of tax on the Consolidated
Statements of Income, as discussed m Mote 3B. This charge represents the entirety of the asset carrying value of cur
synthetic fucls manufaciuring facilities, as well as a portion of the asset carrying valee associated with the river
terminals at which the synthetic fuels manufacturing acilities are located, These assets had been reported within our
formser Coal and Synthetic Fuels segment. There wers no impairments of long-lived assets in 2007,

B, INVESTMEMNTS

We evaluate declines in value of investments under the criteria of SFAS Mo, 115, "Accounting for Certain
Investments in Debt and Equity Securities” {SFAS Mo, 1I5), and FASE Staff Position FAS 115-1/124-1, “The
Meaning of Other-Than-Temporary Impairments and [ts Application to Certain Investments” {See Mote 100
Declines in fair value to below the cost basis judged to be other than temporary on available-for-sale securities are
included in long-term regulatory liabilities on the Consolidated Balance Sheets for securities held in our nuclear
decommessioning trust funds andd in operation and maintenance expense and other, net on the Consolidated
Statemcnts of Income for securities im our benefit investment trusts and other available-for-sale securities. See MNide
I3 for addiional information.

We continually review PEC's affordable housing investment {AHD) portfolio for impairment. There were no other-
than-temporary impairments in 2007, As a result of varicus factors, including continued operating losses of the AHI
portfslic and management issucs anising at cenlain properties within the AHI portfiolie, we recorded impairment
charges of $1 million on a pre-tax basis in both 2006 and 2005,

. EQUITY
A, COMMON STOCK
PROGRESS ENERGY

At December 31, 2007 and 2006, we had 300 million shares of common stock authorized under our charier, of
which 260 million shares and 2536 million shares, respectively, were outstanding. Durning 2007, 2006 and 2005,
respectively, we izsued approximately 2.4 milhon, 4.2 million and 4.8 millien shares of common stock, resulting in
approximately £151 million, $185 million and $208 million in procecds. Included in these amounts for 2007, 2006
and Z0035, respectively, were approximately L0 million, 1.6 million and 4.6 million shares for proceeds of
approximately 546 million, 270 million and £199 million, to meet the requirements of the Progress Energy 401(k)
Savings & Stock Chwnership Plan (400{k )1 and the Investor Plus Stock Purchase Plan.
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At December 31, 2007 and 2004, we had approximately 30 million shares and 54 million shares, respectively, of
common stock authorized by the board of directors that remained unisseed and reserved, primarily 1o satisly the
requirements of our steck plans, In 2002, the board of directors authorized meeting the reguirements of the 401(k}
and the Investor Plus Steck Purchase Plan with onginal issee shares. We continue to mest the requirements of the
restricled stock plan with 1ssued and outstanding shares.

There are various provisions limiting the use of retained earnings for the payment of dividends under certain
circumsiances. At December 31, 2007, there were no significant resivictions on the use of retained camings [See
Nate 12}

PEC

Mt December 31, 2007 and 2006, PEC was autherized to issue up to 200 million shares of comman stock, All shares
isswed and ouwtstanding are held by Progress Energy. There are warious provisions limiting the use of retained
earnings for the payment of dividends under certain circumstances, At December 31, 2007, there were no significant
resfrictions on the use of retained eamings. See Note 12 for additsonal dividend restrictions related to PEC.

PEF

At Diecember 31, 2007 and 2006, PEF was authorized to issue up to 0 million shares of common stock, All PEF
common shares issued and outstanding are indivectly held by Progress Energy. There are various provisions limiting
the wse of retained earmings for the payment of dividends under cermain circumstances, Al December 31, 2007, there
were no significant restrictions on the use of retained eamings. See Note 12 for additional dividend restrictions
related 1o PEF.

B. ETOCK-BASED COMPENSATION
EMPLOYEE STOCK OWNERSHIP PLAN

We sponsor the 4010k3 for which substantially all full-time nonbargaining unit emplovess and cerfain part-time
nonbargaining unit emplovees within participating subsidiarics are eligible. At December 31, 2007 and 2004,
participating subsidiaries were PEC, PEF, PV, Progress Fuels {corporate emplovees) and PESC. The 401k}, which
has matching and incentive goal features, encourages syslemanic savings by emplovees and provides a method of
acguiring Progress Energy common stock and other diverse mvestments. The 401(k), as amended in 1989, i an
Emplovee Stock Ownership Plan (ESOF) that can enter inte acquisition loans to acquire Progress Encrgy comman
stock 1o satisfy 401(k} common share needs. Qualification as an ESOP did nos change the level of benefits received
by emplovees under the 401{k). Common stock acquired with the proceeds of an ESOP loan is held by the 401(k)
Trustee in a suspense account. The common stock is released from the suspense account and made available for
allocation o participants as the ESOP loan = repaid, Such allocations are used to partally meet common stock
necds related 1o matching and incentive contnbutions and/or reinvested dividends. All or a portion of the dividends
piid on ESOFP suspense shares and on ESOP shares allocated to participants may be used to repay ESOP acquisition
loans. Dividends that are used to repay such loans, paid directly to participants or reinvested by parficipants, are
deductible for income lax purposes.

There were 1.7 million and 2.3 million ESOP suspense shares at December 31, 2007 and 2006, respectively, with a
fair value of $82 million and %112 million, respectively. ESOP shares allocated to plan paricipants totaled 10,6
million and 13.9 million at December 21, Z007 and 2006, respectively. Cur matching and incentive poal
compensation cost under the 40I{K) is determined based on matching percentages and incentive poal aftainment as
defined in the plan. Such compensation ¢ost is allocated to participants” accounts in the form of Progress Energy
common stock, with the number of shares determined by dividing compensation cost by the common stock market
value at the time of allocation, We currently meet common stock share needs with open markel purchases, with
shares released from the ESOP suspense asccount and with newly issued shares. Costs for incentive poal
compensation are acerued during the fiscal vear and tvpically paid i shares in the following vear, while costs for the
matching component are typically mel with shares in the same vear incurred. Matching and incentive costs, which
were met and will be met with shares released from the suspense account, taled approximately 222 million, 514
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million and 518 million for the years ended Docember 31, 2007, 2006 and 2008, respectively. Total matching and
incentive costs were approximately $30 million, 323 million and 30 million for the years ended December 31,
2007, 200Wr and 2003, respectively. We have a long-term nole receivable from the 400(k) Trustee related to the
purchasze of common stock from us in 1989, The balance of the note recervable from the 401(k} Trustes is included
it the determination of unearmed ESOP common steck, which reduces common stock equity. ESOP shares that have
not been committed to be relensed to participants” accounts are not considered owstanding for the determination of
earmings per common share. Interest income on the note receivable and dividends on unallocated ESOP shares are
not recognized for financial statement purposes.

Effective January 1, 2008, the 401(k) Plan was revised. As revised, the emplover match percentage was increased
and the emplovee stock incentive plan based on goal attainment was discontinued.

PFEC

PEC's matching and incemtive costs, which were met and will be met with shares released from the suspense
aeeount, 1etaked approximately %14 million, 38 million and 511 million for the yvears ended December 31, 2007,
20046 and 2005, respectively. Total malching and incentive costs were approximately £18 million, 13 million and
517 million for the vears ended December 31, 2007, 2006 and 2005, respectively,

FEF

PEF's matching and incentive costs, which were met and will be met with shares released from the suspense
account, ialed approximaiely 54 million, £2 million and $4 million for the vears ended December 31, 2007, 2008
and 2003, respectively. Total matching and incentive costs were approximately 36 million, 54 million and 56 million
for the years ended December 31, 2007, 2006 and 2005, respectively,

STOCE OPTIONS

Pursuant te our 1947 Equity Incentive Plan (EIP) and 2002 EIP, amended and restated as of July [0, 2002, we may
grant options to purchase shares of Progress Energy common stock to directers, officers and eligible emplovees for
up to 3 million and |3 millicn shares, respectively, Generally, eptions granted o employees vest one-third per vear
with 100 percent vesting at the end of year three, while options granted to directors vest 100 percent at the end of
one vear. The options expire 10 vears from the date of grant. All option grams have an exercise price equal to the
fair market value of our common stock on the grant date. We curtailed our stock option program in 2004 and
replaced that compensation program with other programs, Mo stock options have been granted since 2004, We issue
new shares of common stock to satisfy the exercise of previously mseed stock options,

PROGRESS ENERGY

A summary of the status of our stock options at December 31, 2007, and changes during the vear then ended, 15
presented balow:

Mumberof  Weighted-Average

[option quantities in millions) Options Exercise Price
Opions outstanding, January | 4.0 4370
Canceled - 45.55
Exercised (2.3} 43.47
Options outstanding, December 31 1.7 43.9%
Options exercisable, December 31 1.7 43,99

The options outstanding and exercisable at December 31, 2007, had a weighted-average remaining confraciual life
of 5.0 wvears and an aggregate intrinsic value of 8 million. Total intrinsic vahee of options exercised during the vears
ended December 31, 2007, 2006 and 2005, respectively, was £17 millzon, 310 millon and less than 51 million.
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Compensation cost, for pro forma purposes prior 10 the adoption of SFAS Mo, 123K and for expense purposcs
subsequent to the adoption, is measurad at the grant date based on the far valee of the award and 15 recognized over
the vesting period, The fair value for these options was estimated at the grant date using a Black-Scholes option
pricing model. Dividend vield and the volatility factor were calculated using three vears of historical trend
information. The expected term was based on the contractual life of the options.

Az of December 31, 2006, all options were Tully vested; therefore, no compensalion expense was recognized in
20607, Stock oplion expense totaling £ million was recognized in income during the vear ended December 31, 2006,
with a recognized tax bepefit of 31 million. No compensation cost related to stock options was capitalized during the
vear. Stock option expense totaling 3 million was recognized in income during the vear ended December 31, 20035,
with a recognized tax benefit of 1 million. Mo compensation cost related to stock options was capitalized during the
VEar.

Az previeusly indicated, we did not record stock option expense prior to the adoption of SFAS Mo, 123R as of July
1. 2005, The following table illustrates the effect on our net income and carnings per share iF the fair value method
had been applied to all outstanding and nonvested awards in cach period:

[inmmailli;ns. :};c::]:-t’p:r share data) 25
Wel income, as reported 8697
Dreduct: Tedal stock eption expense determined wnder fair
villue method for all awards, net of related tax effects 2
Pro forma net income :S!:'l:'i}ﬁ-
Eamings per share -
Basic — a5 reported 1282
Basic — pro tonma 28]
Diluted — as reporied 2.82
Drilwted — pro forma 281

Cash received from the exercise of stock options tofaled 103 million, 3115 million and 58 million, respectively,
during the vears ended December 31, 2007, 2006 and 2005, The actual tax benefit for tax deductions from stock
option exercises for the years ended December 31, 2007 and 2006, was $6 million and 34 million, respectively. The
actual tax benefit for tax deductions from stock option exercises for the yvear ended December 31, 2005, was not
significant,

FPEC

Stock option expense totaling 51 million was recognized in income during the vear ended December 31, 2006, with
@ recognized tax benefit of less than 81 million. Mo compensation cost relafed o stock options was capilalized
during the year. As of December 31, 200, all options were fully vested; therefore no compensation expense was
recoghizad in 20407

Stock option expense telaling $1 million was recosmized in income during the vear ended Decembaer 31, 2008, with
a recognized tax benefit of less than 51 million. Mo compensation cost related o stock options was capitalized
during the year.

As previously indicated, we did not record stock option expense prior to the adoption of SFAS Mo, 123R as of JTuly
1. 2005. The following table illustrates the effect on our net income if the fair value method had been applied 1o all
outstanding and nonvested awards in each period:

(in millions) 2005
Met income, as reported 5403
Deduct: Tetal stock option expanse determined under far value method for all

awards, net of related tax effects _
Pro forma net income 549

| ra
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PEF

Stock option expense totaling less than £1 million was recognized in income during the vear ended December 31,
2006, with a recognized tax benefit of less than 51 million. Mo compensation cost related to stock options was
capitilized during the year. As of December 31, 2006, all options were fully vested; therefore no compensation
expense wis recognized m 2007,

Slock oplion expense totaling 1 million was recognized in income during the year ended December 51, 2005, with
a recognized tax benefil of less than 31 millien. No compensation cost related to stock options was capitalized
during the vear,

As previously indicated, we did not record stock option expense prior to the adoption of SFAS Mo, 123R as of July
I, 2005, The following table illustrates the effect on cur net income if the fair value method had been applied to all
outstanding and nonvested awards in each periosd:

Lin millions ) 2005
Met income, as reporicd 5200
Deduct: Total stock option expense determined wnder fair value method for

all awards, net of related tax effects !
Pro forma net income £259

OTHER STOCK-BASED COMPENSATION PLANS

We have additional compensation plans for our officers and key employees that are stock-based in whole or in part,
O long-term compensation program curently includes two types of equitv-based incentives: performance shares
under the Performance Share Sub Plan (PSSP} and resrricted stock programs. The compensalion program was
established pursuant to our 1997 EIP awd was continuwed under our 2000 and 2007 E1Ps, as amended and restated
from time 1o time

We granted cash-scttled PSSP awards prior to 2005, Since 2005, we have been granting stock-setiled PSSP awands.
Under the terms of the PSSP, our officers and key emplovees are granted a target number of performance shares on
an anmeal basis that vest over a threg-year conseculive period. Each performance share has a value that is equal o,
and changes with, the value of a share of Progress Energy common stock, and dividend equivalents are acerued on,
and reinvested in, additional performance shares. Prior to 2007, shares isswed under the PSSP (both cash-setiled and
stock-settled) had two equally weighted performance measures, both of which were based on our resulis as
compared to a peer group of utilities. Tn 2007, the PSSP wasg redesigned, and shares issued under the revised plan
use e performance measure, The outcome of the performance measures can result in an merease or decrease from
the target muomber of performance shares granted. For cash-settled awards, compensation expense is recognized over
the vesting period based on the estimated fair value of the award, which is periodically updated to reflect factors
such as changes in stock price and the status of performance measurcs. The stock-settled PSSP is similar to the cash-
setiled PSSP, except that we distribute common stock shares o participanis equivalent to the number of performance
shares that ullimately wesi. Also, the fair value of the stock-senled award iz penerally established at the grant date
based on the fair value of common stock on that date, with subsequent sdjustments made to reflect the status of the
performance measure. Compensation expense for all awards 15 reduced by estimated forfeitures. PSSP cash-setiled
liabilities totaling 33 million, £4 million and £5 million were paid in the vears ended December 31, 2007, 2006 and
2005, respectively, A summary of the status of the target performance shares under the stock-settled PSSP plan a
Decermber 31, 2007, and changes during the year then ended 15 presented below:



Mumber of Stock-Settled Weighted-Average
Performance Shares'™ Grant Dhate Fair Valoe

Beginning balance 1,044,583 54426
Ciranted B2 410 A0.70
Paid™ {1960,567) 50.70
Forfeited (116,431) 44.84
Ending balance 1,629,945 T $4497

¥ Amounts reflect targe shares to be issued. The final number of shares
issued will be dependent upon the cutcome of the performance measures
discussed above.

™ Shares paid include only target shares as originally granted, Additional
shares of 106478 were issued and pasd due 1o excesding established
performance thresholds and dus o dividends samed.

For the vears ended December 31, 2006 and 2005, the weighted-average grant date fair value of siock-semled
performance shares granted was $44.27 and $44 .24, respectively.

The Restricted Stock Award (RSA) program allows us to grant shares of restricted common stock 1o our officers and
key employees, The restricted shares generally vest on a graded vesting schedule over 2 minimum of three years.
Compensation expenze, which is based on the Gir value of commaon stock at the grant date, is recognized over the
applicable vesting pericd, with corresponding increases in common stock equity. Restricted shares are not included
as shares outstanding in the basic camings per share calculation until the shares are no longer forfeitable. A
summary of the status of the nonvested restricted stock shares at December 31, 2007, and changes during the year

then ended, is presented below:;

Mumber of Weighted-Average
Festricted Shares  Grant Date Far Value

Beginning balance 04,218 343,82
Giranted 7000 4% .54
Vested {303,935) 44.08
Forfeited (38,668) 43.16
Ending balance 268,635 54377

For the vears ended December 30, 2006 and 2005, the weishted-average prant date fair value of restricted stock
pranted was S44 510 and 542,56, respectively

The total fair value of restricted stock awards vested during the years ended December 31, 2007, 2006 and 2005 was
E13 million, 54 million and 87 million, respectively. Cash expended to purchase shares for the restricted stock
pregram totazled 53 million during the vears ended December 31, 2088 and 2005, respectively. Cash expended 1o
purchase shares for 2007 was nod zignificant due to the curtailment of the BSA program and the rollout of the new
restricted stock unit (ESU program,

Beginning in 2007, we began issuing K3Us rather than restricted stock awards for owr officers, vice presidents,
managers, and key emplovees. REU: awarded 1o eligible emplovers are generally subject to either three- or five-
year ¢liff vesting or five-vear graded vesting. Compensation expense, which is based on the fair value of comman
stock at the grant date, is recognized over the applicable vesting period, with corresponding increases in common
stock equity, REUs are not included as shares cutstanding in the basic earnings per share calculation unnl shares are
no longer forfeitable. Units are converted 1o shares upon vesting. A summary of the status of nonvested RSUs at
December 31, 2007, and changes during the vear then ended, is presented below:



Mumber of Weighted-Average
Restricted Units  Grant Date Fair Valee

Beginning balance = 3
Granted 913,282 20,33
Wested {49 4300 070
Fosfeited {39,394 F0.T0
Ending balance R A58 £50.29

The toaal fair valuee of RSUs vested during the vear ended December 31, 2007, was 53 million. There were no
expenditures to purchase stock to satify RSL plan obligations in 2007

Chur Consolidated Statements of Income included total recognized expense for other stock-hased compensation plans
of 70 million for the year ended December 31, 2007, with a recognized tax benefit of 527 million, The to1al
expense recognized on our Consolidated Statements of Inceme for other stock-based compensation plans was 25
million with a recognized tax benefit of 10 million and 510 million, with a recognized tax benefit of 54 million, for
the years ended [December 31, 2006 and 2003, respectively. Mo compensation cost related to other stock-based
compensalion plans was capitalized,

At December 31, 2007, there was 551 million of total unrecognized compensation cost related 1o nonvested other
steck-based compensation plan awards, which is expecied o be recognized over & weighted-average period of 1.8

YEars.

PEC

PEC's Conzolidated Statements of Income included total recognized expense for ather stock-based compensation
plans of £41 millien for the vear endad December 31, 2007, with a recognized tax benefit of $16 million. The tofal
expense recognized on PEC's Consolidated Statements of Income for other stock-based compensation plans was
%14 million with a recognized tax benefit of 36 million and £7 million, with a recognized tax benefit of 3 million,
for the vears ended December 31, 20086 and 20035, respectively, No compensation cost related fo other stock-basad
compensation plans was capitalized

PEF

FEF's Statements of Income incloded total recognized expense for mber stock-based compensation plans of 322
millizn for the vear ended December 31, 2007, with a recognized tax benefit of 59 million. The total expense
recognized on PEF's Sttements of Income for other stock-based compensation plans was £7 million for the vear
ended December 31, 2006, with a recognized tax benefit of $3 million. The total expense recognized on PEF's
Statements of Income for other stock-based compensation plans was $3 million for the year ended December 31,
200%, with a recognized tax benefit of 31 million. Mo compensation cost related 1o ether stock-based compensation
plans was capitalized.

C. EARNINGS PER COMMON SHARE
Basic eamings per common share are based on the weighted-average number of common shares outstanding.

Diluted earnings per share inclede the effects of the nonvested portion of restricted stock, restricted stock unit
awards and performance share awards and the effect of stock options cutstanding.
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A reconciliation of the weighted-average number of common shares owtstanding for the vears ended December 31
for basic and difutive purposes follows:

{in millions} 2047 20 2005
Weighted-average common shares — basic 2560.1 2504 2466
Met effect of dilutive stu-eic-ba:.::ii_:_mpppqsatinn planﬂ (1% 0.4 04

Weiphled-average shares — fully diluted ' 256.7 2508 2AT.0

There were ne adjustments 10 nel income or to meems from continuing operations between the calculations of basic
and fully diluted earnings per common share. ESOP shares that have not been committed o be released to
participants” accounds are not considered cuwistanding for the determination of earnings per common share, The
weighted-average shares totaled 1.8 million, 2.4 million and 3.0 million for the yvears ended December 31, 2007,
2008 and 2005, respectively, There were 0.1 million, 1.8 million and 2% million stock options cutstanding at
December 31, 2007, 2006 and 2005, respectively, which were not included in the weighted-average number of
shares for computing the fully diluted earnings per share because they were antidilutive.

. ACCUMULATED OTHER COMPREHENSIVE LOSS

Components of accumulated other comprehensive loss, net of tax, al December 31 were as follows:

(in millions) 2007 2006 007 2006 007 2006
Laoss on cash flow hedzes $(23) B sm 805 5(H) N
Pension and ather postretirement banefits (13} (39 - - - -
Chher 1 4 - 4 - -

Total accumulated other comprehensive loss 5(34) a9 (10} S} S(8) 1)
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1. FREFERRED STOCK OF SUBSIMARIES - NOT SUBJECT TO MANDATORY
REDEMFPTION

All of our preferred stock was issued by our subsidiaries and was not subject to mandatory redemption. At
December 31, 2007 and 2006, preferred stock outstanding consisted of the following:

Shares Redemiption
{dollars in mitlions, except share and per share data) Authorized  Curstanding Price Toaal
PEC
Cumulative, no par value 535 Preferred Stock 300,000
£5 Preferred 230,557 F1L10.00 524
Cumulative, no par value Serial Preferred Stock 20,000,000
$4.20 Seral Preferred 1060, OO 11200 10
%5.44 Senal Prefemed 249,850 1] .00 23
Cumulative, ne par value Preferred Stock A & (W0, (00 -
M par value Preference Stock 1, e, (e 2
Total PEC 59
PEF
Cumulative, 5100 par value Preferred Stock 4000000
4.007%% $100 par value Preferred 39 980 104,25 4
4.40% S 100 par value Preferred ERR 102 (D E
4. 58% L 100 par value Preferred 09, Qo 10413 10
4,600 5100 par value Preferred 39897 103.25 4
4.75% 5100 par value Preferred &0,000 102,00 &
Curmubative, no par value Preferred Stock 5, CHC, CHO = .
S100 par value Preference Stock (AT - -
Total PEF - - 34
Toal pr':ff:'.:md stock of subsidiaries 593




12, DEBT AND CREDIT FACILITIES
A DEBRT AND CREDMT FACILITIES

At December 31 our long-term debt consisted of the following (maturities and weighted-average interest rates at
December 31, 2007):

“{in millions) 2007 2006
Progress Energy, Ing,
Senior unsccured notes, maturing 2010-203 1 708 %2600 2,600
Unamorized fair value hedge gain, net (11
Unarortized premium and discount, net (3} (18]

.. Eong-jeeer tebl, vt 2,597 2,581
FEC
First mortgage bonds, maturing 2009-2033 5.05% 2, 0iMp 2,200
Follution control obligations, maturing 201 7-2024 4.57% G i)
Senior unsecured notes, matring 2012 6.50% S04 S0
Medinm-tarm nodes, maturing 2008 B.65% 3} S
Mizcellaneous notes 12 22
Unamortized premium and discount, net (B} el B
Current portion of bong-term debt {0y (MO

Long=term debt, ne - 3183 3470
PEE
First morgage bonds, maturing 2008-2037 S64% 1380 1,630
Pollution conirol obligations, maturing 2018-2027 4.52% 241 4]
Senior unsecured notes, maturing 2008 §.2T% 450 450
Maodium-term notes, maturing 2008-2028 6. 75% 152 241
Unamortized premium and discount, net 53] (5}
Current portion of long-term debt (532) (RO}
Long-term debt, net 2,686 2468

Florida Progress Funding Corporation {See MNote 23)

Dhebt to affibated trust, maturing 2053% 71094 30 09

Unamortized premium and discound, net (38) (3R)
Long-term debt, net T 271

[ . Cuoital Holdi |

Medm-term notez, maturing 2008 G.46%% 45 g0

Current portion of long-term debt - (45) (33)
Lomg-term debt, met —* = 43
Progress Energy consclidated long-term deht, net 5,737 8,835

O Seprember 18, 2007, PEF issued £300 million of First Morigage Bonds, 6.35% Series due 2037 and 3250 million
of First Mortgage Bonds, 5.80% Series due 2017, The provesds were used to repay PEF's utility money pool
bormowings and the remainder was placed in temporary investments for general corporate use as needed.

Al December 31, 2007 and 2006, we had commitied lines of credit used to suppornt our commercial paper

borrowings, Al December 31, 2007 and 20686, we had no outstanding borrowings under our credit facilities, We are
required to pay minimal annual commitment fees to maintain our credit facilities.
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The folkowing table summarizes our revolving credit agreements (RCAs) and available capacity at December 31,
200

{in millions) Diescription Total Oustanding  Reserved™  Available
Progress Energy, Inc, Five-vear (expiring 373711} £1,030 - 85220 2010
PEC Five-year (expiring &/28/10) 430 - - 4350
PEF Five-year (expiring 3/28/10) 450 - - 450

Total credit facilities £2,030 [ £220 $1.810

T the extent amounts are reserved for commercial piper or leters of credit outstanding, they are not available
for additional borrowings. Al December 31, 2007, Progress Energy, Inc. had a todal amount of £19 million of
l=tters of credit issued, which were supported by the RCA.

The RCAs provide liquidity suppon for issuances of commercial paper and ather shor-term obligations. Fees and
interest rates wnder Progress Energy's RCA are based upon the credit rating of Progress Energy’s long-term
unsecured senior nencredit-enhanced debt, currently rated o= Baa2 by Moody's Investors Service, Inc. (Moody's)}
und BBE by S&P. Fees and interest rtes under PEC's RCA are based upoen the credit rating of PEC's long-term
unsecured senior noncredit-enhanced debt, currently rated az A2 by Moody's and BBB by 5&P, Fees and inferest
rates under PEF’s RCA are based upon the credit rating of PEF's long-term unsecured senior noncredit-enhanced
debt, currently rated as A3 by Moody's and BEE by 5&F,

The following table summarizes our outstandimg commercial paper and other shor-term deid and related weighted-
average inlerest rates al December 31, 2007:

{in millionz)

Progress Energy, Inc. 5.48% 5201

FEC =

PEF £
Total 5.48% 520

We had no commercial paper outstanding or ather shori=-term debt gt December 31, 2006,

The follwwing table presents the aggregate materities of long-term debt at December 31, 2007:

Progress Energy

(in milliens) Consolidated PEC PEF
2048 2RT7 £300 $532
2000 400 400 -
20110 406 fi 300
2011 1,430 - 300
2012 430 00 -
Thercafter 6,035 2215 20010

Total £9.668 $3.401 $3.223




B. COVENANTS AND DEFAULT PROVISIONS
FINANCIAL COVENANTE

Progress Energy, Inc.’s, PEC's and PEF's credit lines contain various terms and conditions thal could affect the
ability to borrow under these facilities. All of the credit facilities include a defined maximum total debt o total
capital ratio (Jeverage). At December 31, 2007, the maximum and caleulated ratios for the Progress Registrants,
pursuant 1o the terms of the agresments, were as folbows:

Company Maximum Ratic  Actual Ratio ™
Progress Energy, Inc. 6% 54.4%
PEC 5% 43 8%
PEF 65% 53.2%

" Indebtedness as defined by the bank agreements includes certain letters
of credit and guarantees that are not recorded on the Consolidated
Balance Sheets.

CROSE-DEFAULT PROVISIONS

Each of these credit agreements containg cross-defaull provisions for defaults of indebtedness in excess of the
following thresholds: 350 million for Progress Energy, Inc. and 335 million each for PEC and PEF. Under these
provisions, if the applicable borrower or certain subsidiaries of the borrower fail to pay various debt obligations in
excess of their respective cross-default threshold, the benders of that credit facility could accelerate pavment of any
outstanding borrowing and terminate their commitments 1o the credit facility, Progress Energy, Ine.'s cross-defanlt
provizion can be triggered by Progress Energy, Ine. and its significant subsidiaries, as defined in the credit
agreerment, (1.2, PEC, Florida Progress, PEF, Progress Capital Holdmgs, Inc. and PV PEC™s and PEF's cross-
default provisions can only be triggered by defaults of indebtedness by PEC and its subsidiaries and PEF,
respectively, not each other or other affiliates of FEC and PEF.

Additionally, certain of Progress Energy, Inc’z long-term debl imdentures contaim cross-default provisions for
defaults of indebedness v excess of amounts ranzing from £25 million to 30 million; these provisions apply only
te other obligations of Progress Energy, Inc., primarily commercial paper issued by the Parent, not its subsidiaries.
In the event that these indenture cross-default provisions are triggered, the debt holders could accelerate payment of
approximately $2.6 billion in long-term debt. Cenain agreements underlving our indebtedness also limit our ability
1o incur additional liens or engage in certain tvpes of sale and leaseback transsctions.

OTHER RESTRICTIONS

Meither Progress Energy, Inc.'s Articles of Incorporation nor any of itz debt obligations contain any resinctions on
the payment of dividends, s0 fong as no shares of preferred stock are outstanding. At December 31, 2007, Progress
Energy, Inc. had no shares of preferred stock oulstanding,

Certain documents restrict the payment of dividends by Progress Energy, Inc.'s subsidiaries as outlined balow,
PEC

PEC’s mortgage indenture provides that. as long as any first mortgage bonds are outstanding, cash dividends and
distributions on its common stock and purchases of s common stock are restricted 1o aggregale nel mcoms
available for PEC since December 31, 1948, plus 33 million, less the amount of all preferrad stock dividends and
distributions, and all common stock purchases, since December 31, 1948, At December 31, 2007, none of PEC's
cash dividends or distributions on common stock was restricted.

In addition, PEC"s Articles of Incorporation provede that o long as any shares of preferred stock are outstanding,
the aggregate amount of cash dividends or distributions on commen stock since December 31, 1945, including the
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amount then proposed fo be expended, shall be limited 1o 75 percent of the aggregate net income available for
commoa stock if commen stock equity falls below 23 percent of total capitalzation, and to 50 percent if common
stock equity falls below 20 percent. PEC s Articles of Incorporation alse provide that cash dividends on common
stock shall be limited to 75 percent of current year’s net income available for dividends if common stock equity falls
below 25 percent of total capitalzation, and to 30 percent if common stock equity falls below 20 percent, At
December 31, 2007, PEC's common stock equity was approximately 338 percent of total capitalization, Al
December 31, 2007, none of PEC"s cash dividends or distributions on common stock was restriciad

PEF

PEF's mortgage indenture provides that as long as any first morigage bonds are outstanding, it will not pay any cash
dividends wpon its common stock, or make any other distribution to the stockholders, except a payment or
dizstribution cant of net income of PEF subsequent to December 31, 1943, At December 31, 2007, none of PEF's cash
dividends or distributions on common stock wis restricted.

I addition, PEF's Anicles of Incorporation provide that so long as any shares of preferred stock are outstanding, no
cash dividends or distributions on comman stock shall be paid, if the aggregare amount thereof smee Apeil 30, 1944,
inchsding the amount then proposed 1o be expended, plus all viher charges o retwned earmimgs since April 30, 1944,
exceeds all creditg 1o retained earmings since April 30, 1944, plus all amounts credited to capital surplus after April
30, 194, anismg rem the dopation o PEF of cash or securities or transfers of amounts from retained camings to
capital surplus. PEF's Articles of Incorporation also provide that cash dividends on common stock shall be Fimited
to 75 porcent of current year’s net income available for dividends if common stock equity falls kelow 25 percent of
total capitalization, and to 50 percent if common stock equity falls below 20 percent, On December 21, 2007, PEF's
commoen stock equity was appreximately 52,5 percent of total capitalization, At December 21, 2007, none of PEF's
cash dividends or distributions on common stock was restricted.

C. COLLATERALIZED OBLIGATI(MNS

PEC’s and PEF'z first morigage bonds are collateralized by their respective morigage vdentures, Each morgage
constitutes a Orst lien on substantially all of the fxed properties of the respective company, subject to certain
permitted encumbrances and exceptions. Each mortgage also constitutes a lien on subsequently acquired property.
Al December 31, 2007, PEC and PEF had a todal of 32,669 billion and $2.621 billion, respectively, of first mongage
bonds cwistanding, including those related to pellution contral obligations. Each morigage allows the issuance of
additional merngage bonds upon the satizfaction of certain conditions

I GUARANTEES OF SUBSIDIARY DEBT

See Mote 18 on related party fransactions for a discussion of ebligations guaranteed or securad by affiliates,

E. HEDGING ACTIVITIES

We use interest rate derivitives to adjust the fixed and variable rate components of our debt portfolio and 1o hedge

cash flow sk related 1o commercial paper and fixed-rate debt to be issued in the fuiure. See MNote |7 for a
discussion of risk management activities and derivative transactions,
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13. INVESTMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS

A INVESTMENTS

At December 31, 2007 and 2036, we had investments in various debt and equity securities, cost investments,
company-owned life insurance and investments held in trust funds as follows:

Progress Energy FEC FEE

(i millions) 2007 200G 2007 2006 2007 2006
Muclear decommissioning trust {See Note 51 51,384 51,287 ER04 £715 &R0 $£552
Investments in equity securities ™' - 5 2 q = =
Equity method investments ™ 23 24 n 13 2 1
Cost investiments § ] 3 2 - -
Benefit investment trusts a2 &0 2 2 - -
Company-owned life insurance ' 168 161 112 oo 3y i
‘Marketable debt securities " 1 71 1 S0 - -

Todal 51,666 L1634 FU33 b 3a ] 5621 3592

"l Certain investments in equity securities that have readily determinable market values, and for which we do not
have control, are accounted fior as available-for-sale securities at fair value in accordance with SFAS Mo, 115
(See Mote 1) These investmenis are mcluded in miscellaneous other propery and investments in the
Consolidated Balance Sheets.

" Investments in unconsolidated companies are included in miscellaneous other property and investments in the
Consolidated Balance Sheets wsing the equity method of accountmg {See Mote 1) These investments are
primariby m limited lability corporations and hmited partnerships, and the earnings from these investments are
recorded on a pre-tax basis (See Mote 200

"l Investments stated principally at cost are included in miscellanesus other property and investments in the

Consolidared Balance Sheets.

Investmens in company-owned life insurance and other benelil plan assets are included in miscellaneous other

property and investiments in the Consolidated Balance Sheets and approximate fair value due to the short

maturity of the instruments.

"I We actively invest available cash balances in various financial instruments, such as tax-exempl debt securities
that have stated maturifies of 20 vears or more. These instruments provide for a high degres of hguadity through
arranpements with banks that provide daily and weekly hguidity and 7-, 28- and 35-dav avctions that allow for
the redemption of the investment at 4s face amoumt plus earned income. As we intend to sell these instruments
within one vear or less, generally within 30 days, from the balance sheet date, they are classified as short-term
investments,

1}

B, FAIR ¥VALUE OF FINANCIAL INSTRUMERNTS

PRIMGRESY ENERGY

DERT

The carrying amount of our long<term debt, including current maturities, was 59614 ballion and 9159 billion at
December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained from quetaed market

prices for the same or similar isswes, was 39897 hillion and 59543 billion at December 31, 2007 and 2006,
respectively,

INVESTMENTS
Certain mvestments i debt and equity 2ecunties that have readily determinable market values, and for which we do

not have contrel, are sccounted for as available-for-sale securities at fair value in accordance with SFAS Mo, 115
These investments include investments held in trust funds, pursuant to NRC requirements, 10 fund cerain costs of
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decommissioning nuclear plants (See Mode ST These nuclear decommissioning frust funds are primarily invested
in stocks, bonds and cash equivalents that are classified as available-for-sale. Kuclear decommissioning trust funds
are presented on the Consolidated Balance Sheets at amounts that approximate fair value, Fair value is obtained
from guoted markst prices for the same or similar investments. In addition to the nuclear decommissioning trust
funds, we hold other debt and equity investments classified as available-for-sale in miscellaneous other property and
imvestments on the Consolidated Balance Sheets at amounts that approximate fair value, Cur available-for-sale
securities at December 31, 2007 and 2006 are summarized below. Net nuclear decommiszioning trust fund
urirealized gains are included in regulatery liabilities (See Note TA),

2007
Book Unrealized Estimated
{in millions) Value Gains  Fair Valoe
Equity securitics 465 5354 3519
Dichi securities T4 11 LRS
Cash equivalents 18 = 18
Total 51,057 5365 51412

20
Book  Unrealzed Estimated
(in millions) WVilue Giing Fair Walue
Equity securities 5428 324 §752
el securities 6k i3 al%
Cazh equivalents 1% = 1%
Total 1,053 337 51,350

At December 21, 2007, the fair valuwe of available-for-zale debd securities by contraciual marurity was:

 (in millions)
Due i one vear or less S8
Dz atter one through five years 145
Due after five through 10 vears 198
Due after 10 vears 234
Total B585

Selected information about our sales of available-for-sale securitics during the years ended December 31 s
presented below, Realized gains and losses were determined on a specific identification basis,

(in millions) 2007 2006 2005
Proceeds 51,334 52,547 £3.755
Realized gains 15 33 In
Realized bosses K i) 4 3

The MR requires nuclear decommissioning trusis to be managed by third-party investrment managers who have a
right 1o sell securities without our authorization, Therefore, we consider available-for-sale securities in our nuclear
decommizssioning trust funds (o be impared 17 they are in & boss positeon, These impammments along with unrealized
gains are included in our repulatory habihites (See Note 7A) and have no camings impact. Some of our benefit
investment trusis are also managed by third-party investment managers who have the right 1o sell securinies withous
onr authorization. Losses al December 31, 2007 and 2006 for investments in these trusts were nol misterial, Other
securities are evaluated on an individual basis 1o determine if a decline in fair value below the carrving value is
other-than-temporary (See Mote 100, At December 31, 2007 and 2006 our other securities had no invesiments in a
continupus loss position for greater than 12 months,
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FEC
DERT

The carrying amount of PEC's long-term debt, including current maturities, was £3,483 billion and 53670 billion at
December 31, 2007 and 20046, respectively. The estimated fair value of this debt, as obtained from quotad markel
prices for the same or similar issues, was $3.545 billion and $3.732 billien at December 31, 2007 and 2006,
respectively,

INVFESTMENTS

External trust funds have been established 1o fund cerfain costs of nuclear decommissioning {See Note 30, These
nuclear decommissioning trust funds are invested m stocks, bonds and cash equivalents and are classificd as
aviilable-for-sale. Nuclear decommissioning trust funds are presented on the PEC Consolidated Balance Sheets at
amounts that approximate fair valee. Fair value is obained from guoted market prices for the same or similar
investments. In addition o the nuclear decommissioning st fund, PEC holds other deld and equity invesimenis
clagsified as available-for-zale in miscellaneous other property and investments on the PEC Consolidated Balance
Sheets at amounts that approximate fair value, PEC's available-lor-sale securities at December 31, 2007 and 2006
arg summarized below, Net nuclear decommissioning trust fund unrealized gams are included in reculatory
liabilitses (Ses Mote TA)

2UHKT
Book Unsrealized Estimated
(in millinns) Value Cains  Fair Value
Equity securitics £156 191 SddT
Debt secorities 41 fa T i)
Cash equivalenis 11 - i
Total S608 5197 $805
2006
Book  Unrealized Estimated
{in millionz) Value Gains  Fair Value
Equity securities $232 s1T00 sA02
Dieht securitics 364 T 371
_Cash equivalents 9 =y 9
T Total $605 5177 §7a2

At December 31, 2007, the fair value of available-for-sale debt securities by confractual maturity was:

(i imillions)

Drue in one year or less 57
Drue after ome through five vears B
Dhue after five through 10 years o0
Dwue after 10 years 155

Total $347

Selected milormation about PEC's zales of availabbe-for-sale securities durmmg the vears ended December 31 s
presented below. Realized gains and losses were determined on a specific identification basis.

(in mitlions) 2007 2006 2003
Proceeds $609  §905 S1.678
Realized gains 12 iy | 13
Realized losses 12 14 6
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Available-for-sale securities in PEC's nuclear decommissioning trust funds are impaired 17 they are in a loss position
as described above. Other securities are evaluated on an individual basis wo determine if a decling in fair value below
the carrying valug is other-than-lemporary (See Note 10X, At December 31, 2007 and 2006 PEC's other securitics
had no ivvestments in a continuons loss position for greater than 12 months.

PEF

DEBT

The carrving amount of PEF's long-term debt, mcluding current maturities, was $3.218 billion and $2_557 hillion at
December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained from quoted market
prices for the same or similar issues, was §3.23%9 and $£2.567 billion at December 31, 2007 and 2006, respectively,

INVESTMENTS

External trust funds have been established to fund certain costs of nuclear decommissioning (See Note S0, These
nuclear decommissioning trust funds are invested in stocks, bondz and cash equivalentz and are classified as
available-for-sale. Muclear decommissioning trust funds are presented on the Balance Sheets at amounts that
approximate fair value. Fair value iz obtained from quoted market prices for the same or similar investments. PEF's
available-for-zale securities at December 31, 2007 and 2006 are summanzed below. Met nuclear decommissioning
trust fund unrealized gains are mcluded in regulatory labilities (See Note TA).

2007
Book Unrealized Estimated
{in millions) Value Gains  Fair Value
Equity securifies 209 5163 £372
[hebt securities 193 5 198
Cash equivalents 7 N 7
Total 409 5168 $577
2006
Book  Unrealized Estimated
{ i millions} WValus Gains  Fair Value
Equily secerities 5196 £154 8350
Dight securities [ 84 & %0
Cash equivalents @ =5 o
Total $389 $160 $549

Al December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity was:

Cin millicns)

D i omee year or less b4 |

e after one through five vears al

D after Dive through 10 vears B4

D after 10 vears 62
Total S198

Selected imformation about PEF's sales of available-for-sale securities for the years ended December 31 is presented
below. Realized gains and losses were determined on a specific identification basis.

T A o 300630
Proceeds 5535 309 3330
Realized sains v 12 i3
Realized Fosses 14 o 13




Available-for-sale securities in PEF's nuclear decommissioning trust funds are impaired if they are in a loss position
a3 described above, Other securifies are evaluated on an individual basis to determine if a decline in fair value below
the carryimg value is other-than-temporary (See Note |D). At December 21, 2007 and 2006 PEF's other securities
had no mvestments in & loss position.

14, INCOME TAXES

We provide deferred income taxes for temporary differences. These occur when there are differences between book
and tax carrying amounts of assets and liabilitics. Investment tax credits related to regulated operations have been
deferred and are being amortized over the estimated service life of the related properties. To the extent that the
cstablishment of deferred income taxes under SFAS Moo 109 s different from the recovery of taxes by the Utilities
through the ratemaking process, the differences are deferred pursuant to SFAS No, 71. A regulstory asset or liability
has been recognized for the impact of tax expenses or benefits that are recovered or refunded in different periods by
the Litilities pursuant to rate orders. We accrue for uncertain tax positions when it is determined that it is more likely
than not that the benefit will not be sustained on audit by the taxing authority based solely on the technical merits of
the associated tax position. If the recognition threshold is met, the fax banefit recognized s measured  the larpest
amount that, in our judgment, is greater than 30 percent likely 1w be realized,

PROGRESS ENERGY

Accumulated deferred income tax assets (labilitizs) at December 31 were:

(i mllions) n07 2006
Deferred income 1ay asse1s =
Azset retirement obligation liability Sldk ZH41
Compensation aceruitls 1l 6
Deferred revenue - I8
Denvative imstruments - 42
Environmental remediation liakility az 36
Income taxes refundable through fulure mates 37 216
Investments - 28
Pension and other postretirement benefits 1] a4
LUnkilled revenue 41 36
Oither 123 103
Federal income tax credin carry forward 236 851
State neet operating loss carry forward {net of federal expense) 1) 54
Waluation allowance (7T (T
Total defarred income tax assels B 1,940 1,914
Deferred income tax liahilities = ———
Accumulyted depreciation and property cost differences (1. 482) (1,370}
Deferred fuel recovery (B} (&}
Deferred storm costs (6} {51}
Derivative instruments (59} -
Income taxes recoverable through future rates (354} {436)
[nvestments (25} -
Prepawd pension costs (18}
Crther = (>0 {68])
Total deferred mcome tax liabilities (2,088} {1,992
Tesal net deferred income tax liabilites (179 78
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The above amounts were classified in the Consolidated Balance Sheets as follows:

{in millions) 2007 2006
Current deferred income tax assets 827 142
Moncurrent deferred mcome 1ax assels, meluded in other assets and

deferred debits 65 17
Current deferred income tax lizbilities, included in other current

liabilities (=)
Woncurrent deferred income tax liabilities, included in noncurrent income

tax liabilities {266) (237)

Total net deferred income tax habilities 1T H7E)

At December 31, 2007, the federal income tax credit carry forward incledes 5772 million of alernative minimum
tax credits that do not expire and 6d million of general busingss credits that will expire during the period 2020

through 2027,

At December 31, 2007, we had gross state net operating loss carry forwards of £1.9 billion thar will expire during

the period 2008 through 2026.

Waluation allowances have been established due to the uncertainty of realizing certain future state tax benefits. We
established additicnal valuation allowances of 38 mullion during 2007, We believe it 15 more likely than not that the
resuliz of Tuture operations will gensrate sufficient taxable income to allow for the wiilization of the remaining

doferred fax assets,

Reconciliations of owr effective income tax rate to the statwlory federal income tax rate for the vears ended

December 31 finllow:

20eNT 20 2005
Effiective income tax rate 32.5% 3T.5% 36.1%
State income tacces, net of federal benefit (1.5} (3.5 {1.5)
[nvestment fax credit amortization 1.1 [.3 1.6
Employes stock ownership plan dividends 1.1 1.3 1.5
Domestic manufactuning deduction 1.0 0.4 1.0
Mher differences, net 23 (2.0 (LT}
Statutory Federal income tax rate 35.0% 35.0% 350

Income tax expense applicable to continuing operations for the yvears ended December 31 was comprised

of:
{in millions) 2007 2006 3005
Current — federal $285 £394 5441
atite 36 70 4
Deferred — federal i3 (G (173
— state n (17} {31}
Stafe not operating loss carry forward | jed]
[nvestment tax cradit {12} (12} (13}
Total income tax expense 5344 $339 §298
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Total income tax expense applicable to continuing operations excluded the following:

» Less than 51 million of deferred tax expense related to the cumulative effect of changes in accounting
principle recorded net of tax during 2005. There was no cumulative effect of changes in accounting principle
recorded during 2007 or 20k,

»  Taxes related to discontinued operations recorded net of tax for 2007, 2006 and 20035, which are presentad
separately in Motes 3A through 3H.

# Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are
presenied separately in the Consolidated Statemeniz of Comprehensive Income.

#  Current 1ax benefit of 36 million, which was recorded in common stock during 2007, related to excess tax
deductions resulting from vesting of restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP
awards and exercises of nonqualified stock options pursuant to the terms of cur E1P. Cwrrent tax. benefit of £3
million, which was recorded in common stock during 2006, related o excess tax deductions resulting from
vesting of restricted stock awards, vesting of stock-setiled PSSP awards and exercises of nongualified siock
options purseant 1o the terms of our EIP, Current tax benefit of £2 million, which was recorded in common
stock during 2005, related 1o excess tax dedwctions resulting from vesting of restricted stock awards and
exercises of nonqualified stock options pursuant to the terms of our E1P.

In July 2006, the FASE issued FIN 48, which clanifies the accounting for income faxes by prescribing & minimum
recognition threshold that a tax position is required to meet before being recognized in the financial statements. A
Iwo-step process i3 required for the application of FIMN 48, recognition of the tax benefit based on a “more-likely-
than-not” threshold, and meazurement of the largest amount of tax benetit that 15 greater than 30 percent likely of
being realized upon ultimate settbement with the taxing authority. We adopted the provisions of FIN 48 on January
1, 2007, which was accounted for as a 82 million reduction of the January 1, 2007, balance of retained eamings and
a 54 million increase in regulatory assets. Including the cumulative effect impsact, our lability for unrecognized tax
benefits af January 1, 2007, was £126 million, OF the ofal amount of unrecognized tax benefits at January 1, 2007,
324 million would have affected the effective tax rate for income from continuing operations, if recognized. At
December 301, 2007, our liablity for unrecognized tax benefits decreased to %93 million and the amount of
unrecognized tax benefits that, if recognized, would affect the effective tax rate for income from continuing
operations decreased to 810 million. A reconciliation of the 2007 beginning and ending balances for unrecosnized
tax benefits is as follows:

{in millions)

LUnrecognized 1ax'i&.¢u£1.“'|:5 at fanuary 1', Zﬂﬂ'i' %126
CGross amounts of increases as a resufl of tax posiions taken in a prior pericd iz
Ciross amoanis of decreases as a result of tax positions taken in a prior period {41)
Ciross amoms of increazes as a resull of ax positions faken in the current period %
Ciross amounts of decreases as a resuli of tax positions taken in the current period (32)
Amounits of net decresses relating 10 senlements with taxing wuthoritees (14)
~ Reductions as a result of a lapse of the applicable statute of limitations
IJ:}IEanni.;-'.cd iax bonefits at December 31, 2007 03

At December 31, 2006 and 2005, we had recorded $76 million and 8113 million, respectively, related o probable
tax liabilities associated with peior filings, excloding accrued anterest and penalties, which were meluded
noncurrent income tax labihties on the Consolidated Balance Sheets.

Prior to the adopion of FIM 48, we and the Utilities accounted for potential losses of tax banefits in sccordance with
SFAS Mo, 5 At December 31, 2006 and 2005, we had recorded 527 million and 380 million, respectively, of tax
contingency reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in taxes
accrued on the Consolidated Balance Shects.
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We and our subsidiaries file income tax retums in the U5, federal jurisdiction, and various state jurisdictions,
During 2007, we closed federal tax years 1998 to 2003. Our open federal tax years are from 2004 forward and our
open state tax years in our majer jurisdictions are generally from 1992 forward. The IRS iz currently examining our
federal tax returns for years 2004 through 2005, We cannot predict when those examinations will be completed. We
are nod aware of any ax positions for which i1 15 reasonably possible that the total amounts of unrecogmized tax
benefits will significamtly increase or decrease during the 12-month period ending December 31, 2008,

We mclude interest expense related to unrecognized tax benefits in interest charges and we inclede penalties in
other, net on the Consolidated Statements of Income. During 2007, the interest expense relatad o unrecognized tax
benefits was 31 million, net, of which a £15 million expense component was deferred as a regulatory asset by PEF
and not recognized in our Consolidated Statement of Operations. During 2007 there were no penalties related to
unrecognized tax benefits. As of January 1, 2007, we had accrued 324 million for interest and penalties. As of
December 31, 2007, we have sccrucd 322 million for interest and penalties, which are included in other lizbilities
and deferred credits on the Consolidated Balance Sheets.

PEC

Accumulated deferred income tax assets {liabilitics) at December 31 were:

(i millionz) 20407 24
Deferred income tax assels;
Azzel retirement obligation Liability S140 £132
Compensation accrusls L 47
Deferred revenoe - 28
Income taxes refundable through futere rates 852 a8
Pension and other postretirement benefits 1646 20
Ciiher 4l 37
Federal income tax credit carry forward 1 1
Total deferred income tax assefs 484 513
Dieterred income tax liabilities:
Accumulated depreciation and property cost differences (1,013} (430}
Deferred fuel recovery {1 [55)
Income taxes recoverable through future rates (201} {317}
Oiher (7} 37y
Total deferred income tax labilities {1,371} (1,339)
Total net deferred income tax liabilities S(8KT) $826)

The above amounts were classified in the Consolidared Balance Sheets as follovws:

{in millions} 2007 206
Current deferred income tax assets, included in prepayments and other

Currenl asseis bt 334
Woncwrrent deferred income tax liabilifies, included im noncument income

tax liabilities {B0%) (B60)

Toial net deferred income tax liabilities F{HET) B{826)

At December 31, 2007, the federal income tax credit carry forward incledes 1 million of general business credils
that will expire in 20240,
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Reconciliations of PEC's effective income tax rate to the statutory federal income tax rate for the yvears ended

Drecember 31 follow:

20407 200k 2005
Effective income tax rate ATi% 36. 7% 32.7%
State income taxes, net of federal benefit (2.3 (3.3 (2.0}
Investment tax credit amortization 0.7 0K 1.1
Dromestic manufacturing deduction 1.1 0.6 .7
Progress Energy tax benefit allocation - - 28
Other differences. net (1.6} (0.8) (0.3
Statutory federal mcome tax rate 3500 35.0%% 15.0%

Income tax expense applicable to continuing operations for the years ended December 31 was comprised of:

(in mitlions) i) 006G 2004
Current — federal 5235 R2R5 £343
— state ] 39 45
Deferred — federal 34 42y (120}
— state 13 (11} (21}
Investrent tax credit (6} (6} (&}
Taotal income tax expense 5198 £265 £2319

Total income tax expense applicable to continuing operations excluded the following:

#  Less than 51 million of deferred tax expense related to the cumulative effect of changes in accounting
principle recorded net of tax during 2005. There was no cumulative effect of changes in accounting principle
recorded during 2007 or 246,

#  Taxes related to other comprehensive income recorded net of fax for 2007, 2006 and 2005, which are
presended separately in the Consolidated Statements of Comprehensive Income.

o Cuwrent tax benefit of 33 million, which was recorded in common stock during 2007, related 1o excess tax
deductions resulting from vesting of restncted stock awards, vesting of R3Us, vesting of stock-settled PSSP
awards and exercises of nonqualified stock options pursuant to the terms of our EIP. Current tax henefit of §1
million, which was recorded in common stock during 2004, related 1o excess fax deductions resulting from
vesting of restricted stock awards, vesting of stock-settled PSSP awards and exercises of nongualified stock
options purssant to the terms of our EIP, Current fax benefit of 51 million, which was recorded in common
stock during 2005, related 1o excess 1ax deductions resulting from vesting of restricted stock awards and
exercizes of nongualified stock options pursuant 1o the terms of our EIP.

PEC and each of ns wholly owned subsidiaries have entered into the Tax Agreement with Progress Energy (Ses
Mote 1T, PEC's intercompany tax payable was approximately £27 million and 531 million @ December 31, 2007

and 2006, respectively

PEC adopied the provisions of FIM 48 on January 1, 2007, which was accounted for as a 56 million reduction of the
January 1, 2007, balance of retained ecamings. Including the cumulative effect impact, PEC's liability for
unrecognized tax benefits at January |, 2007, was 543 million. OF the total amount of unrecognized tax benefits at
January 1, 2007, 59 million would have affected the effective tax rate, if recosnized. At December 31, 2007, PEC's
liability for unrecognized tax benefits decreased to 341 million, and the amount of unrecognized tax benefis that, if
recogmized, would affect the effective tax rate was 89 million. A reconciliatien of the 2007 beginning and ending
balances for unrecognized tax benelis 15 as follows:
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{in millions}

Unrecognized tax benefits at Janeary 1, 2007 543
Cirpss amounts of increases as a result of tax positions taken in a prior penod 3
Gross amounts of decreases as a result of tax positions taken in a prior period (15)
Cirpss amounts of increases a3 a result of 1ax positions taken in the current pertod 13
CGiross amounts of decrenses as a result of tax positions taken in the curment pericd (%)
Amaounts of decreases relating 1o settlements with taxing authorities (el
Reductions as a result of a lapse of the applicable statute of limitations £
Linrecognized tax benefits at December 31, 20407 %41

At December 31, 2006 and 2005, PEC had recorded $49 million and 592 million, respectively, related to probable
tax linbilitics associated with prior filings, excluding accrued interest and penalties, which were included in
noncurrent income tax liabilities on the Consolidated Balance Sheets

Al December 31, 2006 and 2005, PEC had recorded $5 million and 32 million, respectively, of tax contingency
reserves under SFAS Mo, 5, excluding accrued interest and penaltics, which were included in taxes accrsed on the
Consolidated Balance Sheets.

We file consolidated federal and state income tax retums that include PEC, In addition, PEC files stand-alone tax
returms in various state jurisdictions. During 2007, we closed federal tax vears 1998 to 2003. PEC’s open federal tax
years are from 2004 forward amd PEC"s open stale tax years in our major jurisdictions are gencrally from 1992
forward. The IRS is currently examining our federal tax returns for years 2004 through 2005, PEC cannot predict
when those examinations will be completed. PEC is not aware of any tax positions for which it is reasonably
possible that the total amounts of unrecognized tax benefits will significantly increase or decrease during the twelve-
month peried ending December 31, 2008,

PEC includes imterest expense related to unrecognized 1ax benefits in interest charges and includes penalties in other,
net on the Consolidated Statements of Income. During 2007, the interest expense and penalties related 1o uncertain
tax benefits was 34 million and 50 respectively. Az of Janvary |, 2007, PEC had accreed 34 million for interest and
penalties. Al December 31, 2007, PEC had accrued $8 million for interest and penalties, which is included in other
liabalities and deferred credits on the Consolidated Balance Sheets.
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PEF

Accumulated deferred income tax assers (lakilities) at December 31 were;

{in millions) 2007 206
Deferred income tax assels
Compenzation accruals 5 R
Dierivative instruments = ELI]
Environmenial remediation Lability 13 24
Income taxes refundable through future rates 184 95
Penston and other postretirement benefits 142 150
Reserve for storm damage 15 2
Unbilled revenue 41 a6
Orther 6 53
 Total deferred income fax assets 4R7 405
" Deferred income tax liabilities
Accumulated depreciation and property cost differences (451) (429
Deeferred storm costs (&) (43}
[rerivative instmments (64) —
Incoani taxes recoverable through future rates (93) (119}
[nvestments (63) (61)
Prepaid pension costs e (6T}
Al LED)] 35
Total deferred income tax liabilities (T94) {759}
Total net deferred income fax liabilities {307y 2354

The above amounts were claszified in the Balance Sheets as follows:

{in millions) 2007 2006
Cuwrrent deferred income tax asseis 530 186
Noncurrent deferred income tax liabilities, included in nomcurrent
incenme fax liabilities (34) (440
Total net deferred income tax liabilines (30T} S(154)

Reconciliations of PEF's effective income tax rate 10 the statiory federal income tax rate for the vears ended
December 31 follow:

2007 2006 2005
Effiective income tax rale 31.1% 37.0%% 31.8%%
State income taxes, net of federal benefin (3.5 {3.6) (3.3}
Invesiment tax credit amortization 1.3 1.2 |.4
Domestic manufacturing deduction LR (3 09
Progress Energy tax benefit allocaton - - 3.2
AFUDC equity 26 0.7 0.7
Crher differences, net 24 (0.5 0.3
Statutory federal income 1ax rate 35.0% 35.0% 3500
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Income tax expense applicable to continuing operations for the yvears ended December 31 was comprised of!

{in millions) 2007 2006 2003
Current — federal $160 5207 Bl4d6
— gtate 18 R | 25
Deferred — faderal (33) (36} (3%
stane (&3] LL:3] (a)
[nvestment tax credit (6] (&) {5
Tdal income 1% expenss 144 5193 5121

Tidal income tax expenze applicakle 1o continzmg operations excluded the following:

s Less than 31 million of deferred tax expense related to the cumulative effect of changes in accounting
principle recorded net of tax during 2045, There was no cumulative effect of changes in accounting principle
recorded during 2(6§7 or 2006,

&  Taxes refated to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are
presented separately in the Statements of Comprebensive Income,

#  Less than 51 million of current tax benefit, which was recorded in common stock during 2007, 2006 and
20005, related 1w excess tax dedoctions resulting from vesting of restricted stock awards and exercises of
nongualified steck options pursuant 1o the terms of our EIP.

PEF has entered into the Tax Agreement with Progress Energy (See Note 1D}, PEF's intercompany tax receivable
was approximately 541 million and $47 million at December 31, 2007 and 2006, respectively

PEF adopted the provisions of FIN 48 on January 1, 2007, which was accounted for as a less than 21 million
reduction of the Januwary 1. 2007, balance of retwined camnings and a 34 million increase in regulatory assets.
Including the cumulative effect impact, PEF’s liability for unrecognized tax benefits at January |, 2007, was §72
million, O the total amount of unrecognized tax benefits at January 1, 2007, 34 million would have affected the
effective tax rate, if recognized, At December 31, 2007, PEF's lability for unrecopmized tax benefits decreased to
%55 milhion and the amount of unrecozmized tax benefits that, if recognized, would affect the effective tax rate
decreased to 33 million. A reconciliation of the 2007 beginning and ending balances for unrecopnized tax benefits is
as follows:

{in mallions}

Unrecognized tax benefits at January 1, 2007 £72
Ciross amounis of increases as a result of tax positions taken in a prior period 3
CGross amounts of decreases as a resull of tax positions taken m a prior period 4
Ciross amosnts of increases as a result of tax positions taken in the current period i
Gross amounts of decreases as a resull of tax positions taken in the current period (15)
Amounts of decreases relating to settlements with taxing authaorities (13
REeductions o= a result of a lapse of the applicabls statute of imiations —
Unrecognized tax benefits at December 31, 2007 555

Al December 31, 2006 and 2005, PEF had recorded £26 million and 317 mallion, respectively, related to probable
tax [linbilitics associated with prior filings, excluding accrued interest and penalties, which were included in
noncurrent income tax liakilities on the Balance Sheetls.

At December 31, 2006 and 2005, respectively, PEF had recorded 53 million and 37 million of tex contingency

reserves under SFAS No. 5, excluding accrued inerest and penalties, which were included in other current liakilities
on the Balance Sheets
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We file consolidated federal and state income tax returns that include PEF, During 2007, we closed faderal tax vears
1998 10 2003, PEF's open federal tax vears are from 2004 forward and PEF"s open s1ate tax years are generally from
1998 forward. The IRS = currently examining our federal 1ax retums for years 2004 through 2005, PEF cannot
predict when those examimations will be completed. PEF is not aware of any tax positions for which it is reasonably
possible that the total amounts of unrecognized tax benefits will significantly increase or decrease during the twelve-
month peried ending December 31, 2008,

Pursuant 10 a regulmtory order, PEF records interast expense related to unrecognized tax benefits as o regulatory
assel, which 15 amortized over a three-year peried, with the amortization included in interest charges on the
Statements of Income. Penaltics are included in other, net on the Statements of Income. During 2007, the interest
expense recorded as a regulatory asset was $15 million and penaliies related to unrecognized tax benefits was 50, At
January 1, 2007, PEF had accrued £7 million for inferest and penalties. At December 31, 2007, PEF had accrued 518
million for interest and penaliies, which 15 included in other labilities and deferred credits on the Balance Shests.

15. CONTINGENT VALUE OBLIGATIONS

In connection with the acguisition of Florida Progress during 2000, the Parent 1ssued 98,6 million contingent value
obligations (CVOs). Each CVO represents the right of the holder to receive contingent pavments based on the
performance of four Earthoo synthetic fuels facilities purchased by subsidiaries of Florida Progress in Cetober 1999,
The payments are based on the net after-tax cash flows the facilities generate. We will make deposits into a CVO
trust for estimated contingent payments due to OV holders based on the resulis of operations and the utilization of
tax credits. Monies held in the trust are generally not pavable to the CVO holders until the completion of income tax
audits, The CVO= are derivatives and are recorded at fair value, The unrealized loss/gain recognized due to changes
in fair waloe 15 recorded in other, net on the Consolidated Statements of Income (See Mote 200, At December 31,
2007 and 2006, the TV liability included in other liabilities and deferred credits on our Consolidated Balance
Sheets was 534 million and 532 million, respectively.

During 20007, a 85 million deposit was made into a V0 frust for the net afler-tax cash MNows generated by the Ffour
Eartheo syothetic feels facilities in 2004, Deposits into the trust will be classified as o resticted cash asset until the
applicable tax vears are closed, at which time 2 payvment will be disbarsed to the OV holders. Future payvments will
inclede principal and interest eamed during the investment period net of expenses deducted. The interest carned on
the payment held in trust for 2007 was insignificant. The asset is included in other assets and deferred debitz on the
Consolidated Balance Sheet at December 31, 2007

16. BEMNEFIT PLAMNS
A. POSTRETIREMENT BENEFITS

We have noncemiributory defined benefit retirement plans Tor substantially all full-time emplovees that provide
penston benefits. We alse have supplementary defined benefit pension plans that provide benefits to higher-level
cmplovess. In addition to pension benefits, we provide contributory other postretivement benefits (OPER), including
certain health care and life insurance benefits, for retived emplovees who meet specified criterin. We use a
measurement date of December 31 for our pension and OPEB plans

CONTS OF BENEFIT PLANS

Prior service costs and benefits are amortized on a straight-line basis over the average remaining service period of
aclive participamts. Actuarial gains and losses in excess of 10 percent of the preater of the projected benefil
oblhigation or the market-related valee of asse1s are amortized over the average remaining service period of active

participants.

Tor detzrmine the market-related walue of assets, we wse a five-vear averaging method for a portion of the pension
aszets and fuir value for the remaining porton. We have historically used the five-year averaging method. When we
acquired Florida Progress in 20040, we retained the Florida Progress historical use of fair value (o determine market-
related value for Florida Progress pension assets,



The components of the net periedic benefit cost for the years ended December 31 were:

Progress Energy
Pension Benefits Other Postretirement Benefits

{1in million=) 2007 200K 2005 2007 20k 2005
Service cosl Sdi 845 347 57 0 10
Interest cost 123 117 117 32 33 33
Expected return on plan assels {155) (148} (147 (6} (6] (3)
Amortization of sctuarial loss™ i5 18 21 1 q [
Other amortization, net ™ 2 - -~ 5 5 L

Met periodic cost %31 £32 538 sS40 545 £44

= Adjusted to reflect PEF's rate treatment {See Note 168).

In addition to the net periodic cost reflected above, i 2005, we recorded costs for special termination benefits
related 1o a voluntary enhanced retirement program of $123 million for pension benefits and %19 million for other
postretirement benetits.

We and the Liilities adopted SFAS No. 138, “Emplovers’ Accounting for Defined Benelit Pension and Onher
Postretirement Plans, an amendment of FASE Stafements Mo, 87, 88, 106 and 132(R)," (5FAS No. 158) as of
December 31, 2006, SFAS Mo, 158 amended prior aceounting requirements for pension and OPER plans. Prior to
the implementation of SFAS No, 158, other comprehensive mcome (OCD reflected minimum pension adjustments
related to cur pension plans, Dur pre-lax minimum pension adjustments recognized as a component of OCT for the
years ended December 31, 2006 and 2005 were net actuarial gains (losses) of £78 million and (41} million,
respectively. Mo amounts related fo our OPEE plans were recognized a= a component of OCH for the vears ended
Decernber 31, 2006 and 2005, The table below provides a summary of amounts recognized in other comprehensive
imcome for 2007 and other comprehensive mncome reclassification sdjustments for amounts included in net income
for 2007. The table also includes comparable items that affected regulatory assets of PEC and PEF, Refer to the PEC
and PEF sections below for more information with regard to these regulatory assets,

Cither
Fension Postretirensent
{im millions b Benefits Benefits
Onher comprehensive income (loss)
Recognized for the vear
Met actuarial gain 24 516
Dither, net i =
Reclassification adjustments
Met actuarial loss 2 =
Other, net |
Repulbaory assel (increase) decrease
Recognized for the vear
Met actuarial gain it 82
Oither, net LEF] =
Amortized to income
Met actuarial loss 13 2
Other, net 1 4
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PEC

Pension Benefits Other Postretirement Benefits

(im miallicons) 2iHKT 206 s 2007 G 2005
Service cost 523 h Y. £21 £5 54 L Y]
Imlerest cost b 52 53 15 17 17
Expected return on plan assels {6l (59 (52} i4) (4} 4}
Amortization of actuarial loss 12 8] 1] i 5
Ciher amortation, net 2 1 1 i 1 1

Met pericdic cost 533 527 24 17 520 523

In addition to the et periodic cost reflected above, v 2005, PEC recorded cosis for special termination benefits
related 1o a voluntary enhanced retirement program of 321 million for pension benefits and $8 million for other
postretirement benefits.

Mo amounts related 1o PEC's OPER plans were recognized a5 a component of OCT for the vears ended December
31, 2006 and 2005, Pre<tax minimum penston adjustments recogneed as a component of OC] for the years ended
December 31, 2006 and 2005 were net actuarial guns (lossesy of $39 milbion and 5(19) million, respectively. In
conjunction with the implementation of SFAS Mo, 158, amounts that would otherwise be recorded in OC] are
recorded as adiustments to regulatory assets consistent with the recovery of the related costs through the ratemaking
process. The teble below provides a summary of amounts recognized in regulatory assets for 2007 and amounts
amonized from regulatory assets to net income for 2007,

Ciher
Pension Postretirement
(in millions) Benefits Benefits
Eegulatory assel (increase) decrease
Recognized for the vear
Met actuaral gain 326 182
Crther, net (&) =
Amortized 1o net Income
Met actuarial loss 12
(rher, ned z |
PEF
_ Pension Benefits Crher Postretirement Benefis
{in millions) 2007 2006 2005 2007 20 2005
Service cost S16 e e 52 b % 83
Interest cosl 52 4% 48 14 14 13
Expected retuwrn on plan assets (54 (T8} {73) 1) {13 ()
Amortization of actuarial loss | 3 g 2 | i
Other amortizstion, nel (1 () (1) 3 4 4
Met periodic (bemefit) cost S(16) BT} 2 S0 521 521

In acddition 1o the ner perwdic cost and benefit reflecied above, in 2005 PEF reconded costs for special termenation
benefits related 1o a voluntary enhanced retirement program of $84 mallion for pension benefits and £7 million for
other postratirement benefits.

Mo amounts related o PEF's OPER or pension plans were recorded as a component of OC1 for the vears ended
December 31, 2087, 2006 and 2005, Amounts that would otherwise be recorded in O] are recorded as adjustmicnis
to regulatory assets consistent with the recovery of the related costs through the ratemaking process. The fable
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belew provides a summary of amounts recognized in regulatory assets for 2007 and amounts amortized from
regulatory assets to net income for 20607,

Crther
Pension Postretirement
{in millions) Benefits Benefits
Regulatory asset (increase) decrease
Recoznized for the vear
Met actuarial gain 40 5
Orther, net (1 -
Amortized 1o net income
Mer actuarial loss I 2
Crther, med (1 3

The following weighted-average sctuarial assumptions were wsad by Progress Energy in the caloulation of s net
periodic cosi:

Pension Benefits Other Postretirement Benefits
007 2006 2005 2007 2006 2005

Discount rate 5.95% f.65% 50 5.95% 5.65% 50 %
Eate of incresss in fulure compensation

Bargaining 4,25% 3,500 3,500 -

Supplementary plans E.25%% 5.25% 5.25% - - -
Expected long-term rate of retum on

plan assels W e L .0 T % 8.30% £.25%

The weighted-average actuarial assumptions used by FPEC and PEF were nol materially different from the
assumptions above, as applicable, except that the expected long-term rate of return on OPEB plan asseis was 9.00%
for PEC and 5.00% for PEF, for all years presented.

The expected long-term rates of return on plan assets were determined by considering long-term historical returns
for the plans and long-term projected retums based on the plans” tarpet asset allocation. For all pension plan assets
and a substantial portion of OPEB plans assets, those benchmarks support an expected long-term rate of retum
between 9.0% and 9.5%. The Progress Registrants used an expected long-term rate of 9.0%, the low end of the
range, for 2067, 200k and 2003,

BENEFIT QBLIGATIONS AND ACCRUED COSTS
SFAS Mo, 158 requires us to recognize in our statement of financial condition the funded status of our pension and
other postretirement benefit plans, measured as the difference between the fair value of the plan assets and the

benefit obligation as of the end of the fiscal vear.

Reconciliations of the changes in the Progress Registrants’ benefit obligations and the funded status as of December
31, 2007 and 2006 are presented i the tables below, with each table followed by related supplementary information.
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Pragress Energy

Pension Benefits Other Posretirement Benefits

{in millions) == 2007 20046 2007 2006
Projected benefit obligation a1 January 1 b ek 52,164 5628 2850
Service cost 46 45 T 9
Interast cost 123 117 32 33
Benefit payments (131) (174} (30} (29
Plan amendment B 18 - [EN]
Actuarial pain {27) {47} {96} (3

CHeligation at December 31 2042 2,123 541 628
Fair value of plan a&ssets at December 3 | 1,946 1.836 -] 4

Funded status ${146) $(287) S(466) £(554)

The defined benefit pension plans with accurmulated beneflit obligations in excess of plan assets had projected
benefit obligations totaling $463 million and £2.123 billion at December 31, 2007 and 2006, respectively. Those
plans had accumulated benefit obligations totaling 3422 million and $2.083 billion at December 31, 2007 and 2004,
respectively, and plan assets of 3269 million and $1.836 billion at December 31, 2007 and 2006, respectively. The
total accumulated benefit obligation for pension plans was 52,100 Billion and 32083 billion a1 December 31, 2007
and 2006, respectively,

The acerved banefit costs rellected m the Consolidated Balance Sheets at December 31 were as follows:

Penston Benefils Other Postretirement Bencfils

{in millions} 2007 200 2007 2006
Moncurrent assels 548 3 - -
Current habilities [ 11y (14 - ([
Noncurrent liabilities (184) (273) (466) (553)
Funded status (146} B(2ETY S dbh) S{354)

The table below provides a summary of amounts nod yet recognized as a component of nel peniodic cost, as of
December 31,

Pension Benelis Chher Postretirement Benefits
{in millions) 2007 2005 2007 2006
Recognized in accumulated other comprehensive
Inss
Met actuarial loss (gain) 522 £49 5{9) 57
Chher, net [ 5 I I
Recognized in regulatiory asscls, ned
Met actuarial loss 136 215 25 108
Cuher, net 1% 22 13 28
Total not ver recogmized as a component of net o
periodic cost™ 5192 1291 540 £144

W ANl componenis are adjusted to reflect PEF's rate treatment (See Note 168,
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The following table presents the amounts we expect to recognize as components of net periodic cost in 2008,

Cither
Pension Postretirement
(in millicns) Benefits Benefits
Amortization of actuarial loss '™ %7 51
Amortization of other, net™ 2 5
' Adjusted to reflect PEF s rate treatment {See Note 16B).
FPEC
Penzion Benefitz (dher Postretirement Benefits
{im millions} 2007 2006 2T 20
Projected bemelit obligation at January | 5952 £069 8330 £333
Bervice cost 13 22 g 4
Interest cost Sk 52 15 17
Plan armendment [ % - -
Benefit payviments (6 (83} (12) (i1
Actuarial (gain} loss 3 {17} (BI} (13}
Cibligation at December 31 DRk QL2 257 350
Fair value of plan assets at December 3| BOS 741 44 45
Funded status S(175) 2110 5(213) L(2E3)

All defined benefit pension plans had accumulated benefil obligations in excess of plan assats, with prejected benefit
obligations totaling 3280 million and £952 million at December 31, 2007 and 2006, respoectively. Those plans had
accumulated benefit ebligations 1taling 5974 mllion and $£946 million at December 31, 2007 and 2006,
respectively, and plan assets of $805 million and $741 million at December 31, 2007 and 2006, respectively.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 were as Tollows:

Pension Benefits Other Postretirement Benefits

{in millicns) 20007 2005 2007 203
“Current liabilitics $(2) #2) 5 - §

Moncurrent lighilities (173) (209 (213) (285]

" Funded status TR §(211) %213 S(285)

The table below provides a summary of amounts not vet recognized a5 a component of net periodic cost, as of
December 51.

Fension Benefils Other Postretirement Benefits
Anmillions) w07 2006 2007 2006
Fecognizad in regulatory assels
Met actuarial loss {(gain) 104 §142 S(12) bl
Other, net 19 25 5 7
Teaal noa vet recognized as a component of net
periodic cost £133 5167 (M) 276
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The following table presents the amounts PEC expects (o recognize as components of nel periodic cost in 2008,

Other

Pension  Postretirement

{ i millions) Benefits Benefits

Amaortization of actearial loss 55 5

Amartization of other, net 2 1

PEF
Pension Benefits Other Postretirement Benefits

{in millicns) 2007 2006 2007 2006
Projected benefit obligation at January | SRAD TEOG 1246 1250
Service cosl 16 ] 2 3
Interest cost 52 40 14 i4
Plan amendment 1 & (4
Benefit payments (57} {69 (16) {1m
Actuarial gain 1) {20) (1)) %)
O ligation 3t December 31 B8l BEO 245 246
Fair value of plan assels af December 31 1026 952 26 24
Funded status $14% 372 %2190) (222)

The defined benefit pension plans with accumulated benefit obligations in excess of plan assets had projected
benefil obligations totalng 5343 million and 2342 mullion st December 21, 2007 and 2006, respectively. Those
plans had accumulated benefit obligations totaling 3313 million and $211 million at December 31, 2007 and 2004,
respectively, and plan assets of $264 million and $240 million at December 31, 2007 and 2006, respectively, The
total accumulated benefit ebligation for pension plans was 5849 million December 31, 2007 and 2006,

The acerued benefit costs rellected in the Consolidated Balance Shests at December 31 were as follows:

Pension Benefils Orther Postretirement Benefins

{in millions) 2007 2006 2007 2006
Moncurrent assets 5221 Fiv4 - 5-
Current lizbilities (3 (3} - -
Moncurrent hiabalitios (73} [} (219} (221
Funded status S14%8 £72 S(219) $222)

The table below provides a summary of amounts not yed recognized as & component of net periodic cost, as of
December 31.

Pension Benefits Orther Postretirement Benefits
(mnmillions) ______ S 2007 2006 2007 2006
Recopnized in regulatory azsets, net
Met actuarial loss 532 £72 537 539
Oriher, net (1 2} % 21
Total not yet recognized as & component of net
periodic cost 31 £70 855 S6i
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The following table presents the amounis PEF expects 10 recognize as components of nel pertodic cost in 2008,

Cvher

Pension  Postretiremment

(in millions) Benefits Benefits
Amortization of actuarial loss 5 51
Amortization of other, net (1) 4

The fllowing weighted-average actuarial assumptions were used in the calculation of our year-end oblizations:

(Mher Postretirement

Pension Benefits Bemefits
2007 2006 2007 2006
L¥iscount rate [ 5.95% 6.20% 505%
Rate of increase in future compensation

Bargaining 4.25% 4.25%,

Supplementary plans 5.25% 5.25% - .
Initial medical cost trend rate for pre-Medicare Act benefits 9,00 G005
Initsal medical cost trend rate for post-bedicare Act benefits - - 9.00%% Q.00%
UlTsmate medical cost trend rate - - 5.0 5.00%
Year ultimite medical cost trend rate 1= achieved - - s 2014

The weighted-average actuarial assurnptions for PEC and PEF were the same or were nol significantly diifferent
from those indicated above, as applicable. The rates of increase in fulure compensation include the effects of cost of
living adjustments amd promotions.

Our primary defined benefit retirement plan for nonbargaining employees is a “cash balance™ pension plan as
defined in EITF lsawe No, 03-4, “Determining the Classification and Benefilt Anribution Method for a *Cash
Balance” Penzion Plan.” Therefore, effective December 31, 2003, we began to use the traditional unit credit method
for purposes of measuring the benefit obligation of this plan. Under the traditional unit credit method, no
assumptions are included about future changes in compensation, and the accumulated benefit obligation and
prajected benefit oblizgation are the same.

MEDICAL COST TREND RATE SENSITIVITY

The medical cost trend rafes were assumed to decrease gradually from the initial rates to the ultimate rates, The
effects of a | percent change in the medical cost trend rate are shown below,

Progress

(in millions) Energy PEC PEF_
I percent increase in medical cost trend rate

Effect on total of service and imiterest cost 82 £l 51

Effect on postretirement benefit abligation 3 15 14
I percent decrease in medical cost trend rate

Effect on todal of service and interest cost () [ (1

Effect on postretirement benefit obligation (26} {12} 12y

ASSETE OF BENEFIT PLANS

I the plan asset reconcilinfion tables that follow, our, PEC's and PEF's employer coniributions for 2007 mlude
contributions directly o pension plan assets of $63 mallion, 533 mill:on and £15 million, respectively. Substantially
all of the remaining emplover contributions represent benefit payments made directly from the Progress Registrants”
assets. The OPEE benefit payments presented in the plan asset reconciliation 1ables that follow represent the cost
afier participant contributions. Participant confributions represent approximately 200 percent of gross benefit
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payments for Progress Energy, 30 percent for PEC and 15 percent for PEF. The OPEE beneffs pavments are also
reduced by prescription drug-related federal subsidies received. In 2007, the subsidies wotaled £3 million for us, $1
million for PEC and 52 million for PEF. In 206, the subsidies totaled 52 million for us, £1 million for PEC and 51
million for PEF.

Feconciliations of the fair valee of plan assets at December 31 follow:

Frogress Enerpy
Other Postretirement
Pension Benefits Benefita
(in millions) 2iH7 2006 2007 2006
Fair valee of plan assets an Tanuary | £1.536 £1,770 574 £76
Actual return on plan assets 21% 212 7 8
Benefit payments (131) {174) (30) (29)
Emplover contributions T2 3 24 [E]
Fair value of plan assets at December 21 1,904 i1 836 275 74
_PEC
Orther Postretirement
Pension Bencfits Benefits
{in millions) 2007 2006 2007 2006
Fair value of plan assets at January | &340 5731 ¥ L 540
Actual return on plan assets 89 41 5 6
Benefil payments ({1 (83) (12} (1)
Emplover comributions 35 2 & 1
Fair value of plan assets at December 31 EB0S £741 544 545
FPEF
Crther Postretirement
" Pension Benefits Benefiis
(i mmillions) o 2007 2006 2007 200G
Fair value of plan assets at January | 5053 £EO5 824 522
Actual return on plan assets 113 14 1 I
Benefit pavments (57) (659} {16} (17
Emplover contribations 18 12 17 ]
Fair value of plan assets at December 31 S1.026 052 Ll $.24
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The aszet allocation for the benefit plans atl the end of 2007 and 2006 and the tarpet allocation for the plans. by asset
category, are presented in the following tables, The pension benefit plan allocations and targets are consistent fior all
Progress Registrants,

_ Pension Benefits
Tuarget Percentage of Plan Assets
Allocations at ear End

Azzel Category 2008 20007 200065
Equity — domestic 0% 42'%% 4445
Equity — intcrnational | ¥%% 25% 23%
Drebe — domestic 2 1% 12%
Diebt — intemnational [ 12% Pa
Cher 1 5% 1% 12%
Total e 1% 100%%

Ciher Postretirement Benefits

Target Percentage of Plan Assets
Progreis Energy Allacations at Year End
Asset Category 2008 2UHNT 2006
Equity - domestic 2505 18% 3N
Equity — international 0% 16% I 5%
Dbt -~ domestic 0% 41% 40%
Dbt — intemnational % 8% e
Cther 0% To B0
Tatal L 0% 1 [ D0
Target Percentage of Flan Assets
PEC Allocations at ¥ear End
Asset Category 2008 2007 2006
Equity — domestic 40% 42% 44%
Equity — internaticnal 15% 15% 3%
Debt — domestic 20% 1% 12%
Debt — intermational 1084 12% o
Oither 15% 10% 12%
Tuotal 10 L0 100%
Target Percentage of Plan Assets
PEF Allocations at Year End
_Assel Calegory 2008 2007 200K
Debt — domestic 100 100% 100%%

For pension plan asscts and a substantial portion of OPEB plan assets, the Progress Registrants st targzet allocations
among asset classes 1o provide broad diversification o profect against large investment losses and excessive
volatility, while recognizing the importance of effzetting the impacts of benefit cost escalution. In addition, external
investment managers who hove complementary investment philosophies and approaches are employed to manage
the assets. Tactical shifts {plus or minus 3 percent) in asset allocation from the target allocations are made based on
the near-term view of the risk and return iradeoffs of the asset classes,
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CONTRIBUTION AND BENEFIT PAYMENT EXPECTATIONS

In 2008, we expect 1o make 334 millon of contributions directly to pension plan assets and 1 million of
discretionary contributions directly to the OPEB plan assets. The expected benefit pavments for the pension benefi
plan for 2008 through 2012 and in total for 2013 through 2007, in millions, are approximately $149, $153, $155,
%157, 3164 and 3877, respectively. The expected benefit payments for the OPEEB plan for 2008 through 20032 and in
todal for 2013 through 2017, in millions, are approximately $37, 540, 543, $45, 547 and %247, respectively. The
expecied benefit payments include benefit poyments directly from plan assets and benefit payments directly from
our assets. The benefit payment amounts reflect our net cost after any participant contributions and do not reflect
reductions for expected prescription drug-related federal subsidies. The expected federal subsidies for 2008 through
202 and in tofal for 2003 through 2007, in millions, are approximately 3, 53, 84, 54, 85 and 829, respectively.

Im 2008, PEC expects o make £24 million in contributions directly to pension plan assets. The expected benefit
paymens for the pension bepefit plan for 2008 through 2012 and in total for 20013 through 2017, in millions, are
ppproscimately $73, 876, ¥78, 578, 381 and %426, respectively. The expected benefit payments for the OPER plan
for 2008 through 2012 and in total for 20013 through 20017, in millions, are approximately $16, $17, 519, 120, 22,
and $121, respectively. The expecied benefit payments include benefit payments directly from plan assets and
benefit payments directly from PEC assets. The benefit payment amounts reflect the net cost to PEC after any
participant contributions and do not reflect reductions for expected prescription drug-related federal subsidies. The
expected federal subsidies for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately
£1, 32, £2, 52, 52 and £17, respectively.

In 2008, PEF docs not expect to make contributions directly to pension plan asseis and expects 1o make 51 million
of discretipnary contributions to OPER plan assets. The expected benefil payments For the pension benefit plan for
2008 through 2002 and in 1odal for 2003 through 2007, in milhons, are approximately 356, 557, 358, £59, 561 and
£134, respectively. The expected benefit payments for the OPEB plan for 2008 through 2012 and in total for 2013
through 2017, in millions, are approximately $19, 520, 321, $22, $22 and 5108, respectively, The expected benefit
payments mclude benefit pavments directly from plan assets and benefit payments directly from PEF's asseis, The
benefit payment amounts reflect the net cost ie PEF after any participant contributions and do not reflect reductions
for expactad prescription drug-rekated federal subsidies, The expected federal subsidies for 2008 through 20012 and
in total for 2003 through 2017, in millions, are approximately 52, $2. 82, $2. 52 and $14, respectively.

E. FLORIDA FROGRESS ACQUISITION
During 2000, we completed our acguizition of Florida Progress. Flonide Progress™ pension and OPEB liabilities,
assets and net periodic costs are reflected in the above information as appropriate. Centain of Florida Progress®

nonbargaining unit benefit plans were merged with our benefit plans effective January 1, 2002,

PEF continues to recover qualified plan pension costs and OPER costs in rates as il the acquisition had net occurred.
The information presented in Mote 164 is adjusted as appropriate to reflect PEF s rate treatment.

17. RISK MANAGEMENT ACTIVITIES AND DERIVATIVES TRANSACTIONS

We are exposed to various risks refated 1o changes in market conditions, We have a nsk management commitiee that
inchedes senior executives from various business growps, The risk management committee is responsibbe for
admmistering risk management policies and monitoring compliance with those policies by all subsidiaries. Under
our risk policy, we may use a variety of instruments, including swaps, options and forward contracts, 10 manage
exposure o fluchuations in commodity prices and interest eates, Such instruments comtain credit sk of the
coupterparty fails 1o perform under the contract. We mimimize such risk by performing credit reviews using, among
other things, publicly available credit ratings of such counterparties. Potential nonperformance by counterparties is
nod expected to have a material effect on our financial position or results of operations

Az dizeussed in Note [5, in connection with the acgquisition of Florida Progress duning 2000, the Parent issued 98.6
million CVOs. The CVOs are derivatives and are recorded at fair value. The unrealized loss/gain recognized due w
changes in fair value is recorded in other, net on the Consolidated Stastements of Income (See Wote 205 Al
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December 31, 2007 and 2006, the CVO liability incleded in other liabilities and deferred credits on our Consolidated
Balance Sheets was 534 million and $32 million, respectively,

A, COMMODITY DERIVATIVES
GENERAL

Most of our physical commodity confracts are net derivatives pursuant o SFAS Moo 133 or qualify a5 normal
purchazes or sales pursuant to SFAS Mo, 133, Therefore, such contracts are not recorded at fair value.

Im 2003, PEC recorded a 338 million pre-tax {323 million after-tax) fair value loss fransition adjustment pursuant o
the provisions of FASE Derivatives Implementation Groug Isswe C20, “Interpretation of the Meaning of Not Clearly
and Closely Relsted in Paragraph 10(b} regarding Confracts with a Price Adjustment Feature™ (DIG lssee C20). The
related liakility is being amorized 1o eamings over the term of the related contract (See Mote 209, At December 31,
2007 and 2006, the remaining liability was £10 million and £14 million, respectivily.

DSCONTINLDED CFERATIONS

As discussed in Mote 3A, our subsidiary, PV], entered into a series of transactions to sell or assign snbstantially all
of its CCO phvsical and commercial assetz and labalities. On June 1, 2007, PY] closed the transaction involving the
assignment of a contrasct portfolio consisting of the Georgia Contracts, forward gas and power contracts, gas
transportation, structured power and other confracts to a third party. This represented substantially all of our
nonregulated energy marketing and trading operations. The sale of the generation assets closed on June 11, 2007,
Additionally, we sold Gas on Cetober 2, 2006 (See Note 300 At December 31, 2007, with the exception of the oil
price hedge instruments discussed below, owr discontinued operations did not have outstanding positions in
derivative instruments. For the vear ended December 31, 2007, 388 million of after-tax gains from derivative
instruments related to our nonregulated energy marketing and trading operations were incleded in discontinued
operations on the Consolidated Statements of Income.

Om January 8, 2007, we enfered into derivative contracts to hedgs economically a portion of our 2007 synthetic fuels
cash flow exposure o the rizk of rising oil prices over an averapge annual oif price range of 363 to 377 per barrel on a
Mew York Mercantile Exchange (NYMEX) basis. The notional quantity of these oil price hedge instruments was 25
million barrels and provided protection for the equivalent of approximately & million wons of 2007 synthetic fuels
production. The cost of the hedges was approximately 3835 million. The contracts were marked-to-market with
changes in fair value recorded through earings. These contracts ended on December 31, 2007, and were settled for
cazh on Tanuary 8, 2008, with no materal mmpact to 2008 camings. Approximately 34 percent of the notional
quantity of these contracts was entered into by Ceredo. As discussed in Notes 1C and 31, we disposed of our 100
percent ownership interest in Ceredo on March 30, 2007. Progress Energy is the primary beneficiary of, and
continues 1o consclidate Ceredo in accordance with FIM 46K, bat we have recorded a 100 percent minonty interest.
Consequently, subsequent 1o the disposal there is no net earmings impact for the portion of the contracts entered into
by Ceredo, At December 31, 2007, the fair value of all of thess contracts was recorded as a 5234 million short-term
derivative assel position, including 379 million at Ceredo. The fair value of these condracts was included in
receivables, net on the Consolidated Balance Sheet (See Mole 6A). As discussed in Mote 3B, on Cetaber 12, 2007,
we permanently ceased production of synthetic fuels al our majoritv-owned facilities, Because we have abandoned
our majority-owned facilities and our other synthetic fuels operations ceased as of December 31, 2007, gains and
Insses on these contracts were included in discontinued operations, ned of tax on the Consolidated Statement of
Income in 2007, During the year ended December 31, 2007, we recorded net pre-tax gains of $168 million retated 1o
these contracts. Of this amount, 57 million was attributable to Ceredo of which 542 million was atnbuted 1o
minority interest for the portion of the gain subsequent 1o the disposal of Ceredo.

Al December 31, 2006, denvative assets of $107 million and derivative liabilities of %31 million were included in
assets to be divested and liabilities o be divested, respectively, on the Consolidated Balance Sheet. Due to the
divestitures discussed above, management determined that it was no longer probable that the forecasted transactions
underlving certiin derivative contracts would be fulfilled, and cash flow hedge accounting for the comracts was
discomtinued beginning in the second quarter of 2006 for Gas and in the fourth quarter of 2006 for COO. Owur
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discontinued operations did not have material outstanding positions in commodity cash flow hedges ar December
31, 2006, For the vears ended December 31, 2006 and 2005, excluding amounts reclassified 10 eamings due to
dizcontinuance of the related cash flow hedges, net gains and loszes from derivative instruments related to Gas and
CCO oon a consolidated basis were not material and are mcluded m discontinued operations, net of tax on the
Consolidated Statements of Income. For the year ended December 31, 2006, discontinued operations, net of tax
incledes 574 million in after-tax deferred income, which was reclassified o eamings due 1o discontinuance of the
related cash flow hedges. For the year ended December 31, 20005, there were no reclassifications to earnings due 1o
discontinuance of the related cash flow hadges,

ECONOMIC DERIVATIVES

Derivative products, primarily natural gas and oil contracts, may be entered into from time o time for economic
hedging purposes. While management believes the economic hedges miligate exposures to [uclwmbions in
commaodity prices, these insfruments are not designaled as hedges for accounting purposes and are monitored
comsistent with trading positions. We manage open positions with strict policies that limit our exposure to market
risk and require daily reporting to management of potential financial exposures.

The LUtilities have derivative instruments related to their exposure fo price fluctuations on fuel oil and natursl gas
purchases. These instruments receive regulatory accounting trestment, Unrealized gains and losses are recorded
repulatory liabalities and regulatory assets on the Balance Shests, respectively, until the confracts are sstiled (See
Mie TA) Once seftled, any realized gains or losses are passed through the fuel clause. During the vear ended
December 31, 2007, PEC recorded a not realized loss of £9 million. PEC™s net realized gains and losses were not
material during the vears ended December 21, 2006 and 2005, During the vears ended Decembaer 31, 2007, 2006 and
2003, PEF recorded a net realized loss of 346 million, a net realized gain of £3%9 million and a net realized gain of
E70 million, respectively,

Excluding amounts receiving regulatory accounting treptment and amounts related to our discontineed operations
discussed above, gains and losses from contracts entered inte for economic hedging purposes were not material 1o
our or the Utilities” results of operations during the years ended December 31, 2007, 2006 and 2005, Excluding
derivative assets and derivative liabilities o be divested discussed above, we did not have material outstanding
positicns in such contracis al December 31, 2007 and 2006, other than those receiving regulatory accounting
treatment at PEC and PEF, as discussed below,

At December 31, 2007, the fair value of PEC's commodity derivative instruments was recorded as & 319 million
long-term derivative asset position incleded in other assers and deferred debits and a 83 million short-term
derivative liability pesition incheded in odher current labilities on the Consolidated Balunce Sheet. At December 31,
2006, PEC did not hive material outstanding positions in such contracts.

Al December 31, 2007, the fair value of PEF's commodity derivative instruments was recorded as a 560 million
short-term derivative asset position included in prepayments and other current assets, a 390 million long-term
derivative asset position included in derivative assets, and a 515 millien shor-term derivative hability position
included in other current labalities on the Consolidated Balance Sheet. At December 31, 2006, the fair value of such
instruments was recorded ss g 32 million long-term derivative asset position included in derivative assets, an $87
million short-term derivative liability position included in other current liabilities, and a 836 million long-term
derivative liability position incleded in other liabilities and deferred credits on the Consolidated Balance Sheet

CASH FLOW HEDCGES

PEC designates a portion of commodity derivative instruments as cash flow hedges under SFAS Noo 133, The
abjective for holding these instruments is 1o hedge exposure 1o market risk associated with fluctuations in the price
of power for our forecasted sabes. Realized gains and losses are recorded net in operating revenues. PEF did not have
any commodity derivative instruments designated as cash flow hedges at December 31, 2007 and 200G, Al
December 31, 20077 and 2006, we ad PEC did not have material oawtstanding positions in such contracts. The
ineffective portion of commaodity cash flow hedges was not material to our or the Utilities” results of operations for
2007, 208k and 2005
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AT December 31, 2007 and 2006, the amount recorded m our or FEC's accumulated other comprehensive imcome
related 1o commodity cash Mow hedees was not material, PEF had no amount recorded in accumulated other
comprehensive meoms related o commodity cash flow hedges at December 31, 2007 or 2006,

B. INTEREST RATE DERIVATIVES - FAIR VALUE OR CASH FLOW HEDGES

We uge cazh flow hedging strategies o reduce exposure to changes in cash Now due o fectuating interest rates, We
use fair vales hedging strategies 1o reduce exposure Io changes in farr value due to interest rate changes. The
notional amounts of interest rate derivatives are not exchanged and do not represent exposure to credit loss, In the
event of default by the counterparty, the exposure in these transactions is the cost of replacing the agreements at
current market rates,

CASH FLOW HEDGES

The fair values of open inerest rate cash flow hedges at December 31 were as follows:

Progress Eneroy PEC PEF
(in millions) 2007 2006 2007 2006 2007 2006
Fair value of habilites S(12) £(2) 212y B(1) - i1}

Gaing and losses from cash flow hedges are recorded in accumulated other comprehensive income and amounts
reclaszified 10 earmings are mcluded in net interest charges as the hedped transactions occur. Amounts in
accumulated other comprehensive income related to terminated hedpes are reclassified to eamings as the interest
expense is recorded. The imeffective portion of interest rate cash flow hedges was not material to our or the Utilities'
resulis of operations for 2007, 2006 and 2003,

The Tollowing table presems selected mformation related o mberest rate cash flow hedges included in accumulated
other comprehensive meems at December 31, 2007

Progross
iterm in vears/millions of dollars) Energy PEC PEF
Maximum term Less than | Less than |
Accumulated other comprehensive loss, net of tax'™ 24y Wi LR
Portion expected to be reclassified to earnings during the next
12 months™ L7 1) S

LT

Includes amounts related to lerminated hedgzes.
Actual amounts that will be reclassified to earnings may vary from the expected amounts presented sbove as a
resuft of changes m interest rates.

At December 31, 2006, including amounts related to terminated hedges, we had 514 million of after-tax deferred
losses, including 55 million of after-tax deferred losses at PEC and 51 million of after-tax deferred losses at PEF,
recorded in accumulated other comprehansive income related 1 interest rate cash Mow hedges,

At December 21, 2007 and 2006, PEC had 2200 mallion noteonal and 350 million notional, respectively, of interest
rafe cash flow hedges. During 2007, PEC entered inte a combined 5150 million notional of forward sfarting swaps
and amended its £30 million notional 10-year forward starting swap in order to move the maturity date from October
1, 2007 to April 1, 2018, which now requires mandatory cazh settlement on Apnil 1, 2008,

In 206¥7, PEF entered into & combined $225 million notional of forward starting swaps to mitigate exposure 1o
interest rate risk in anticipation of future debt issuances, AT December 31, 2008, PEF had 350 million notional of
interest rile cash flow hedges, All of PEF's forward starting swaps were terminated on September 13, 2007, in
conjunction with PEF = issuance of 3500 million of First Mortgage Bonds, 6.35% Series due 2037 and 5230 million
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of First Morigage Bonds, 5.80% Seriez due 2007, On January 8, 2008, PEF enfered into a combined S2080 million
notional of ferward starting swaps 1o miligate exposure 1o inferest rate risk in anticipation of future deb issuances,

FAIR VALUE HEIDNGES
For interest rate fair value hedges, the change in the fair valee of the hedging derivative is recorded in nat interest
charges and is offset by the change in the fair value of the hedged item. At December 31, 2007, we had no open

inderest rate fair value hedges. At December 31, 2006, we had 3530 million notional of mterest rate far value hedges.
Al Decembor 31, 2007 and 2006, the Utilities had ne open interest rate fair value hedges.

18, RELATED PARTY TRANSACTIONS

As a part of normal business, we enler into vanous agreements providing fmancial or performance assurances to
third parties. These agreements are endered o primarily to support or enhance the creditworthiness otherwise
attributed to a subsidiary on a stand-alone basis, thereby facilitating the extension of sufficient credit w accomplish
the subsidiaries” intended commercial purposes. Cwr guarantecs include performance obligations under power
supply agreements, transmission agreements, gas agreements, fuel procurement agreements and trading operations.
O guarantees also inchede standby letters of credit and zurety bonds, Al December 31, 2007, the Parent had issued
433 million of guarantess for futwre financial or performance assurance an behall of its subsidiaries. This includes
2300 million of puarantees of ceram payvments of two wholly owned mdirect subsidiaries (Ses Note 235 We do not
believe conditions are likely for significant performance under the guarantess of performance issued by or on behalf
of affiliates. To the extent liabilitics are incurred as a result of the activities covered by the guarantees, such
lighilitics are included in the Consolidated Balance Sheet

Chur subsidianies provide and receive services, at cost, o and from the Parent and its subsidianes, i accordance with
agreements approved by the SEC purswant to Section 13(b) of PUHCA 1935, The repeal of PUHCA 1935 effective
February 8. 2004, and subsequent regulation by the FERC did not change our curment indercompany services.
Services inclede purchasing, human resources, accounting, legal, transmission and delivery support, engineering
materials, contract support, loaned employees pavroll costs, construction management and other centralized
administrative, management and support services, The costs of the services are billed on a direci-charge basis,
whengver possible, and on allocation factors for general costs that cannest be directly attributed. Billings from
affiliztcs are capitalized or expensed depending on the nature of the services rendered. Amounts receivable from
and’or payable to afiliated companies for these services are ncluded in receivables from affiliated companies and
payables to affiliated companies on the Balance Sheers.

PERC provides the majority of the affiliated services under the approved agreements. Services provided by PESC
during 2007, 2006 and 2005 to PEC amouned to 3182 million, $188 million and 3202 million, respectively, and
services provided to PEF were 3174 million, 2165 million and 3169 million, respectively,

PEC and PEF alze provide and receive services a1 cosl, Services provided by PEC w PEF during 2007, 2008 and
2003 amounted to 234 million, 5334 milhon and 554 million, respectively. Services provided by PEF to PEC during
2007, 2006 and 2003 amounted to 310 million, 58 million and £14 million, respectively.

PEC and PEF participate in an internal money pool, operated by Progress Energy, to more effectively utilize cash
resources and 1o redece outside short-term borrowings. The maoney pool is also used 1o settle intercompany balances.
The weighted-averape mberest rate for the money pool was 5.4%%, 5.17% and 3.77% at December 31, 2007, 2006
and 2003, respectively. Amounts payable to the money pool are included in notes payable to affiliated companies on
the Balance Sheets. PEC and PEF recorded insignificant inferest expense related to the money pool for all the vears
presentad,

Progress Fuels sold ceal to PEF at cost in 2007 and 2046 and for an insignificant profit in 2005, These intercompany
revenues and expenses are eliminated in consolidation, however, in accordance with 5FAS Mo, 71, profits on
intercompany sabes 1o regulated affilistes are oot elimimated if the zales price s reasonable and the future recovery of
sales price through the ratemakimg process iz probable. Sales, net of insignificant profits, if any, of 32 million, 321
million and $402 million for the vears ended Dhecember 31, 2007, 2006 and 2005, respectively, are included in fuel
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used in eleciric generation on the Consolidated Sttements of Income. In 2006, PEF began entering into coal
contracts on its own behalf,

PEC and its wholly owned subsidiaries and PEF have entered into the Tax Agreement with the Parent (See Mote 14).

19. FINANCIAL INFORMATION BY BUSINESS SEGMENT

Our reportable PEC and PEF business sepments are primartly engased in the genecation, transmission, distobution
and zale of eleciricity in portions of Morth Carolina, South Carolina and Florida. These elecinic operations also
distribute and sell electricity to other wiilities, primarily in the eastern United States,

In addition to the reportable operating segments, the Corporate and Other segment incledes the operations of the
Parent and PESC and other miscellancous nonregulaied businesses that do not separately meet the guantdative
disclozure requirements of SFAS Mo, 131, “Disclosures about Segments of an Enterprise and REelated Information,”
as i separate business sepment. The prefit or less of our reportable segments plus the profit or loss of Corporate and
Other represents our total meeme from continuing operalions,

Our former Coal and Synthetic Fuels segment was previously involved in the production and sale of coal-based solid
synithetic fuels az defined under the Code, the operation of symiletic fisels facilities for third parties and coal terminal
services, In 2007, we reclassified the operations of our symthetic fuels businesses and coal terminal services as
discontinued operations (See Mote 3B). For comparative purposes, pries vear resulis have been restated o conform
to the current segment presentation,

The postretirement and severance charges incurred in 2005 resulied from a workforce restructuring and voluntary
enhanced retirement program thad was approved in February 2005 and concluded in December 2005, Postretirement
and severance charges reclassified 1o discontimeed operations are not included in the table below,

Products and services are sold between the various reportable segments. All intersegment transactions are af cpst
except for transactions between PEF and the former Coal and Synthetic Fuels segment, which are at rates set by the
FPEC. In accordance with SFAS Wo. 71, profits on intercompany sales between PEF and the former Coal and
Svnthetic Fuels scgment are not eliminated if the sales price 15 reasonable and the fulure recovery of sales price
through the ratemaking process is probable. The profits realized for 2007, 2006 and 2003 were not signiticant. Prior
o 2006, ncome tax expense (benefit) by segrment includes the Parent’s allocation to profitable subsidiaries of
incoane (ax benefits mot related 1o acquisition intérest expense in accordance with the Tax Agreament, Dae to the
repeal of PUUHCA 1935, the Parent stopped allocating these tax benefits in 2006,

In the following ables, capital and investment expendilures include property additions, acquisitions of nueclear fuel
and other capital investments, Operational resuliz and assels 1o be divested are nod includad in the table presented
below.

Corporate

(in millions) PEC PEF and (¥iher  Eliminations Totals
As of and for the vear ended December 31, 2007
Revenues

Unaffiliated 84,3485 54,748 520 5- 59,153

Intersegment " AL 303 (394) =

Total revenues 4,385 4,749 413 (304} 9,153
Depreciation and amortization 519 366 20 - 9015
Interest meonme 11 9 g3 (=1} 34
Tolal interest charges, net 2in 173 258 (53} 588
Income tax expense {benefit) 295 144 (105) - 334
Segment profit (loss) 478 315 {120 - 693
Tuoial assers 11,962 10,004 16,383 (12,115} 26,234
Capital and investment expendilures 941 1.262 3 121 2,204

—
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Corporate

(in millions) PEC PEF and Cther  Eliminations Totals
As of and for the vear ended December 31, 2006 . - -
Eevenues

Unaftiliated 34,086 54,618 8- - §8,724

Intersegment ) - . T30 {7300 =

Total revenues 4086 4639 729 (73 8,724
Depreciation and amortization 571 40 36 - 1011
[nterest mncome 25 15 g3 {65) %
Total interest charges, net 215 150 R {67 Hld
[Income tax expense (benefit) 263 193 (119 11
Segrvent profit (loss) 454 326 (229 - 551
Toral aszets 12,020 B.503 15421 {11,283} 24,741
Capital and investment expendifures B 74 12 {9 1,552

Corporate

{in millions) PEC PEF and Other Eliminations Totals
As of and for the vear ended December 31, 2005
Revemnes

Unaffiliated 53,9491 £3,955 52 £- 87,048

[ntersegment - = a39 (39

Total revenues 309 1955 B41 (839} 7,048
Drepreciation and amonization 3al 334 H 926
Interest income 8 1 L4 0y 13
Total interest charges, net 192 126 342 (&3} 575
Postretirement and severance charges 35 1oz 1 - 158
Income tax expense (benefit) 239 121 (B3] . Jag
Segment profit (loss) 490 2ER (225) - 323
Todal assets 11,502 LR 18278 (13,673} 24,425
Capital and mvestment expenditures 6E2 543 19 (19} 1,225

20. OTHER INCOME AND OTHER EXPEMNSE

(vher income and expense includes interest income and other income and expense ilems as discussed below,
Monregulated energy and delivery services include power protection services and mass markel programs such as
surge protection, appliance services and area light sales, and delivery, transmission and substation work for other
utihities, AFUDE equity represents the estimated equity costs of capital funds necessary to finance the construction
of new regulated assets. The components of other, net as shown on the accompanving Statements of Income for the
vears ended December 31 were as follows:
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FProgress Energy

[in millions) 27 2006 005
Other income =
Monregulated energy and delivery services incomse 30 fdl £32
DG Tssue C20 amortization (Mote | TA)Y 4 5 7
Comtinggnt value obligation unrealized gain (Note 13} 2 6
Gain on sale of Level 3 stock ™ = 32 it
[nvestment gains b 4 4
[ncome from equity investments 2 1 |
AFUDC equity 51 21 16
Feversal of imdemmification Liability (MNote 21R) - 29 -
Other 15 13 1]
Total other income 1% I46 B2
Orther expense
Monregulated energy and delivery services expenses 24 27 23
Donations 22 20 I8
Contingent value obbzation unrealized loss (Note 13) 4 25 -
Investment losses 4 - I
Loss from equity mvestments 5 3 7
Loss on debt redemption’™ - 50 -
FERC audit scttlement - - 7
Indemnification liability (Mote 21B) - 13 &
Cher 1] 5 11
Toal other expense 75 162 83
Other, net — Progress Energy Hdd 2 1d) TN
PEC
(in millionz) 207 200 2005
Ckher income
Monregulated energy and delivery services income 514 £15 812
MG Issue C20 amortization (Mote 17TA) 4 5 T
Investment gains 4 - -
Income from equity investmenis i - |
ATFLIDC equity {1 q 3
Reversal of indemnification liability (Mote 218} = 29
Cher 11 1] %
Total other income 44 A3 32
Chher expense
Monregulated energy and delivery services expenses & 7 g
Drenations 9 in B
Investment losses 3 -
Losses from equily investments 1 I =
FERLC audit settlement - - 4
Indemnification liability (MNote Z1B) - I3 [
Oither 7 7 ]
Total other expense it 38 47
Other, niet — PEC 516 325 B15)
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PEF

{in millions} 2007 2006 2005
Other ineome -
Monregulated energy and delivery services income 524 26 20
[nvestment gains 2 2 2
AFUDC equity 41 i7 I3
(rher | | -

Total other mcome 68 46 35
Crther expense
Monmegulated encrgy and delivery services expenses 16 20 14
Donations 8 10 10
Losses from equily investments i [ -
FERC audit settlement - - 3
Ciher 4 2

Total other expense 29 33 28

Oither, net = PEF £39 513 37

B Oeher income includes pre-tax gains of $32 million for the year ended December 31, 2006, from the sale of
approximately 20 million shares of Level 3 stock received as part of the sale of our interest in FT LLC (Sec
Mode SEY. These gains are prior to the consideration of minority interest.

" On November 27, 2006, Progress Energy redeemed the entire cutstanding 3350 millien principal amount of its
6.05% Senior Notes due April 15, 2007, and the entire outstanding 400 million principal amount of its 5.85%
Scnior Motes due October 30, 2008, On December 6, 20068, Progress Energy repurchased, pursuant to a fender
offer, 5550 million, or 44,0 percent, of the agzregale prncipal amount of iz 7. 10% Senior Notes due March 1,
2011, We recognized a total pre-tax loss of $5% million in conjunction with these redempticns.

21. ENVIROMNMENTAL MATTERS

We are subject o regulation by various federal, state and local authorities in the areas of air quality, water quality,
contrel of toxic substances and hazardous and solid wastes, and other environmental matiers, We believe that we are
in substantial compliance with those environmental regulations currently applicable to our baziness and operations
and believe we have all necessary permilts 10 conduct zuch operations, Environmental laws and regulations
frequently change and the ultimate costs of compliance cannot alwavs be precisely estimated.

A HAZARDOUS AND SOLID WASTE

The provisions of the Comprehensive Environmental Besponse, Compensation and Liability Act of 1980, as
amended (CERCLAY, authorize the United States Environmental Protection Agency (EPA) to require the cleanup of
hazardous waste sites. This statute imposes retroactive joint and several lighilities. Some states, including Morth
Carolina, South Carolina and Florida, have similar types of statutes. We are periodically notified by regulators,
including the EPA and various state agencies, of our involvement or potential invoelvement in sites that may require
investigation and/or remediation, There are presently zeveral sites wath respect 1o which we have been notified of
our pedential Bability by the EPA, the state of North Carolina, the state of Florida, or potentinlly responsible party
(PEF} proups as described below in greater detail. Various materials associated with the production of manufaciured
gas, generally referred 1o as coal tar, are regulated under federal and state laws, PEC and PEF are each PRPs ail
several manufactured gas plant (MGP) sites. We are also currently in the process of assessing potentizl costs and
exposures al odher sies, These costs are eligible for regulatory recovery through either base rates or cost-recovery
clauses. Both PEC and PEF evaluate potential claims against other PEPs and insurance carriers and plan to submit
claims for cost recovery where appropriate. The cutcome of these potential claims cannod be predicted. Mo material
claims are currently pending. A discussion of sites by legal entity follows,

We record accruals for probable and estimable costs related fo envirenmental sites on an undiscoumed basis, We
measare our liakility for these sites based on available evidence including our expenience in investizating and
remediating environmentally impamred sines. The process often involves assessing and developing cost-sharing
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arrangements with other PRPs. For all sites, as assessments are developed and analvzed, we will accrue costs for the
siles 1o the extent our liability is probable and the cosis can be reasonably estimated. Because the extent of
environmental impact, allocation among PEPs for all siftes, remediation alternatives {which could invelve cither
minimal or significant efforts), and concurrence of the regulatory authoritics have not vet reached the stage where a
reasonable estimate of the remedeation costs can be made, we cannod determine the tofal cosis that may be incurred
in connection with the remediation of all sites at this time. 11 is probable that current estimates will change and
additional loases, which could be material, may be incurred in the future,

The following table contains information about accruals for environmental remediation expenses described below.
Accrieals for probable and estimable costs related to various environmental sites, which were included in other
liabilities and deferred credits on the Balance Sheets, at December 31 were

{in millions) 2007 2006
PEC
~ MGP and other sites"™ B $16 $22
PEF
Remediation of distribution and substation transformers 31 43
MGP and other sites _]'.I' 18
Total PEF environmental remediation accruals™ 48 61
Progress Energy nonregilated operations 3
Total I“n:lguss Encrli,g_:.r environmenial remediation accruals 04 £&6

= Expected to be paid out over one to five years.
M Expected to be paid out over one to fifteen years.

PROGRESY ENERGY

[ acbdition to the Dilites” sites, discussed under “PEC™ and “PEEF"” below, our environmental zites inchade the
following related to our nonregulated operations.

In 20400, we, through our Progress Fuels subsidiary, established an accrual o address indemnities and retained an
enviranmental habality associated with the sale of our Inland Marine Transportation business. At December 31,
2006, the remaining accrual balance was approximately 33 million. For the vear ended December 31, 2007, the
accrual was reduced by approximately 52 million due to a reduction in the anticipated scope of work based on
responses from regulatory agencies. Expenditures related to this liakility were not material during 2007 and 2006,

Om March 24, 2005, we completed the =ale of our Progress Rail subsidiary. In connection with the sale, we incurred
indemmnity obligations related fo certain pre-closing liabilities, including certain environmental matters [See
discussion wnder Guaraniees in MNote 220

PEC

There are currently eight former MGP sites and a number of other sites associated with PEC that have required or
are giticipated 1o reguire investigation and‘or remediation. Three of these sites are in the long-term monitoring

phase.

For the vear ended December 31, 2007, including the Carolina Transformer site, the Ward Transformer sife and
MOGP sites discussed below, PEC's accrual wis reduced by a net amount of approximately 32 million and PEC spent
approximately 34 million. For the year ended December 31, 2006, PEC accrved approximately 521 million and
spent approximately £6 million. In Cetober 2006, PEC received orders from the MCUC and SCPSC 1o defer and
amaoriise cerain environmenial remedianion expenses, net of insurance proceeds (See Note TR

For the vear ended December 31, 2006, based wpon newly available data for several of PEC™s MGP sites, which had
individual site remediation costs ranging from appresimately 52 million to 34 million, & remediation liabality of
approximately $12 million was recorded for the minimum estimated total remediation cost for all of PEC's
remaining MGEF sites. The maximum amount of the range for all the sites cannot ke detfermined at this time as one of
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the remaining sites is significantly larger than the sites for which we have historical experience. Actual experience
may differ from current estimates, and it is probable that estimates will contmue to change in the Qsture,

Dwring the fourth guarter of 2004, the EPA advised PEC that it had been identified as a PRP at the Ward
Transformer zite located in Raleigh, W.C. The EPA offered PEC and a number of other PEPs the opportunity to
negotiate cleanup of the site and reimbursament 1o the EPA for the EPA's past expenditures in addressing conditions
al the site. Subsequently, PEC and other PEPs signed a settlement agreement, which reguires the pamicipating FEPs
o remediate the site, For the vear ended December 31, 2006, based upon continuing assessment work performed at
the site, PEC recorded an additional % million accrual for its portion of the estimated remediation costs. At
December 31, 2006, after cumulative expenditures for the Ward site of approximately 53 million, PECs recorded
liahility for the site was approximately 39 million, During 2007, the PRP agreement was amended 10 include an
additional participating PRFP, which reduced PEC's allocable share, and the estimated scope of work moreased.
These factors resulted in a net reduction to PEC's accrual for this site. At December 31, 2007, PEC’s recorded
liability for the site was approximately 36 million. Actual expericnce may differ from current estimates, and it is
probable that estimates will continue to change in the future. The outcome of this matier cannet be predicied.

The EPA has alse proposed, but not vet selected, a final remedial action plan 10 address stream sepments
downstream from the Ward Transtormer site. The outcome of this matter cannot be predicted.

In September 2005, the EPA advized PEC that it had been identified az a PRP at the Carelina Transformer site
lpcated in Faveneville, N.C, The EPA offered PEC and a number of other PRPs the opportunity 1o share in the
reimbursement to the EPA of past expenditures in addressing conditions st the site, which are currently
apprecimately £32 million. During the vear ended December 31, 2007, a settlement was reached between the PREPs
and the EPA, and PEC recorded and paid an immaterial amount for fs share of the seitlement.

PEF

PEF has received approval from the FPEC for recovery of the majority of costs associated with the remediation of
distribution and substation fransformers through the Environmental Cost Becovery Clanse (ECRC) Under
agreements with the Florida Depariment of Environmental Prodection, PEF 15 in the process of examinmg
distribution transtormer sites and substation sites for mineral oil-impacted soil remediation caused by equipment
integrity issues. PEF has reviewed a number of distribution transformer sites and all substation sites. Based on
changes 1o the extimated time frame for inspections of disrribution transfoemer sites, PEF currently expects o have
completed this review by the end of 2008, Should further sites be identified, PEF believes that any estimated costs
would also be recovered through the ECRC. For the vear ended December 21, 2007, PEF accrued approximately
S10 million due to an increase in estimated remediation costs and spent approximately 522 million related to the
remediation of ransformers. For the vear ended December 31, 20006, PEF accrued approximately 542 million due to
additional sites expected o require remediation and spent approximately 19 million related to the remediation of
transformers. Al December 31, 2007, PEF has recorded a regulatory asset for the probable recovery of these costs
throwugh the ECRC (See Mote TAL

The amounts for MGP and other sites, in the table above, relate to two former MGP sites and other sites associated
with PEF that have required or are anficipated to require investigation andior remediation. The amounts include
approcimately £12 mollion in insurance claim zettlement proceeds recerved m 2004, whach are restncted for use
addressing costs associated with environmental labilines, For the vear ended December 31, 2007, PEF made no
accrualks and spent approximately 1 million. For the vear ended December 31, 2004, PEF made no accruals and
PEF’z expenditures were not material to our or PEF's results of operations or financial condition.

B. AIR AND WATER QUALITY

We are subject to various current federal, state and local environmental compliance laws and regulations governing
air and water quality, resulting in capital expenditures and mcreased OeM expenses. These compliance laws and
regulations includs the Clean Air Interstate Rule {CAIR), the Clean Air Visibility Rule (CAVE), the NOx SIP Call
Rule under Section 110 of the Clean Air Act (MOx SIP Call), the Clean Smokestacks Act and mereury regulation
(=g “Oiher Matters — Environmental Matters™ for discussion regarding Clean Air Mercury Rule (CAME)), A
Decemnber 31, 2007, cumulative environmental compliance capital expenditures 1o date with regard 1o these
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environmental laws and regulations were £1.567 billon, mcluding $1. 244 billion at PEC and £323 million a1 PEF.
At December 31, 2006, cumulative environmental compliance capital expenditures to date with regard 1o thess
environmental laws and regulations were 2932 million, including $904 million at PEC and £28 million at PEF.

As discussed in Note 7A, in June 2002, the Clean Smokestacks Act was enscied in Morh Carolina requiming the
state’s electric utilities to reduce the emissions of NOx and SOy from their Korth Caroling coal-fired power plants m
phases by 2003, Two of PEC s largest coal-fired zenerating units {the Roxbore Ko, 4 and Mayo Units) impacted by
the Clean Smokestacks Act are jointhy owned. Pursuant to joint ownership agreements, the joint owners are required
by pay a portion of the costs of cwning and operating these plants. PEC has determined that the most cost-effective
Clean Smokestacks Act compliance sirategy 15 0 maximize the 5Cs removal from 1z larger coal-fired units,
including Roxboro Mo, 4 and Maye, so as o avord the installation of expensive emission controls on its smaller
coal-fired units. In order to address the joint owners concerns that such & compliance strategy would result in a
disproportionate share of the cost of compliance for the jointly owned units, PEC entered into an agreement with the
Joint owner to limic its aggregate costs associated with capital expenditures o comply with the Clean Smokestacks
Act o approximately 38 million, PEC recorded a relafed liability for the joimt owner’s share of estimated costs in
excess of the contract amount, At December 31, 2007, and 2006, the amount of the habiliy was $20 million and 329
million, respectively, based upon the respective current estimates for Clean Smokestacks Act compliance. Because
FEC has taken a system-wide compliance approach, its Morth Carolina retail ratepayers have significantly benefited
frem the sirategy of focusing emission reduction efforts on the jointly owned units, and, therefore, PEC believes that
any costs in excess of the joing owner’s share should be recovered from Morth Carolina retail ratepavers, consistent
with other capital expenditures associated with PEC's compliance with the Clean Smokestacks Act, In 2008, PEC
notified the NCUC of its intent to record these estimated excess cosis as parl of the 1569 million amortization
required to be recorded by December 21, 2007, and accordingly, recorded the mdemnification expense 1o Clean
Smokestacks Act amortization. In a settlement agreement provissonally approved by the NCUC on December 20,
2007, eligible compliance costs in excess of the joint owner's share will be treated in the same manner as PEC's
Clean Smokestacks Act compliance costs in excess of the original estimated compliance costs, as ultimately
approved by the NCUC (See Note TA),

22, COMMITMENTS AND CONTINGENCIES

A PURCHASE OBLIGATIONS

At December 31, 2007, the following 1able reflects contractual cash obligations and other commercial commidmenis
in the respective perieds in which they are due:

Progress Energy

(in millions) 2008 2009 L2010 2011 2017 Thereafler
Fuel 2018 21,745 31,202 1,001 3675 £3.103
Purchazad power 455 422 A 443 dls 3,734
Construciion obligations 714 211 42 = - -
Oher purchase obligations &l 3% 32 I £ fd
Tedal £3,281 §2417 31,685 $1,460 3.106 bR
PEC
(in millions) 2008 2000 2010 2011 2012 Thereafier
Fuel 5958 5761 $664 $487 $308 %976
Purchased power B3 &7 69 &0 63 340
Constreciion obligations B4 22 = = = =
Other purchase oblizations 20 12 7 4 3 13
Total 51,153 LRE2 5740 250 374 £1,529




PEF

“{in millions) 2008 2009 2010 2011 2012 Thereafter
Fuel 31,060 5084 5538 5514 67 4,027
Purchased power 370 335 340 363 332 3,216
Construction obligations 630 189 qz - - -
Other purchase obligations 36 20 19 12 12 0

Tanal 52,116 51,528 5930 EREY 37310 57,393

FUEL AND PURCHASED POWER

Through our subsidiaries, we have entered into various long-term condracts for coal, oil, gas and nuclear fuel, Our
payments under these commitments were £2.360 billion, $1.628 billion and Z1.470 billion for 20407, 2006 and 2005,
respectively. PECs total payments under these commitments for ils generating planis were 51.04% ballion, 31051
billion and 5964 million in 2007, 2006 and 2005, respectively. PEF's payments totaled $1.311 billion, 5577 million
and 5506 million in 2007, 2006 and 2003, respectively.

Both PEC and PEF have ongoing purchased power contracis with certain cogenerators (primanly OFs) with
expiration dates ranging from 2008 to 2030, These purchased power confracts generally provide for capacity and
CNETEY paylents.

PEC has a long-term agreement for the purchase of power and related transmission services from Indiana Michigan
Power Company's Rockport Unit No. 2 {Rockport). The agreement provides for the porchase of 230 MW of
capacity through 200% with estimated minimum annual payments of approximately $42 million, representing
capital-related capacity costs. Total purchases (including energy and tranamission use charges) under the Rockpor
agreement amoued to 77 million, 380 million and 571 million for 2007, 2006 and 2003, respectively.

PEC executed two loeng-term agreements for the purchase of power from Broad River LLC™s Broad River facility
(Brozd River). Ome agreement provides for the parchase of approximately 500 MW of capacity through 2021 with
an original minimum annual pavment of approximately 316 million, primarily representing capital-related capacity
costs, The second agreement provided for the additional purchase of approximately 335 MW of capacity through
2023 with an original minimum annual payment of approxmately £16 million representing capital-related capacity
costs. Total purchases for both capacity and energy under the Broad River agreements amounted 1o 5339 million, 540
million and %44 million in 2007, 2006 and 2005, respectively.

I 200°F, PEC executed a long-term agreement for the purchaze of power from Sowthern Power Company. The
agreement provides for capacity purchases of 305 MW for 2000, 310 MW for 2011 and 150 MW annually thercafier
throush 2009, Estimated pavments for capacity and energy under the agreement are 322 million for 2010, £33
million for 2011 and £14 million anmueally thereafier through 2009,

PEC has various pay-for-performance contracts with OFs for approximately 193 MW of capacily expinng at various
times through 20014, Payments for both capacity and energy are contingent upon the QFs ability to generate.
Payments made under these contrzcts were 595 million, 5182 million and 2112 million in 2007, 2006 and 20035,
respectively.

FEF has leng-term confracts for approximately 489 MW of purchased power with other wilities, including a contract
with The Southern Company for approximately 214 MW of purchased power annually through 2016, Total
purchases, for both enerzy and capacity, under these agreements amounted to $161 million, 5162 million and 5175
million for 2007, 2006 and 2005, respectively. Minimum purchases under these comtracts, representing capital-
related capacity costs, are approximately 570 million annually through 2001, 350 million for 2012 and 532 million
annually thereafier through 2006,

PEF has ongoing purchased power contracts with certain OFs for 965 MW of capacity with expiration dates ranging

firoim 2008 1o 2050, Energy pavments are based on the actual power taken under these contracts. Capacity payments
are subpest 1o the OFs meeting cerlain contract performance obligations. In most cases, these contracts account for
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100 percent of the generating capacity of each of the facilities. All commitments, except one for 75 MW, have been
approved by the FPSC. Total capacity purchases under these coniracts amounted o £288 million, $277 million and
E262 million for 2007, 2006 and 20035, respectively, Al December 31, 2007, mimimum expected future capacity
payments under these contracts were 3297 million, $263 million, £267 million, $281 million and 52492 million for
2008 through 2012, respectively, and $3.053 billion thereafter. The FPSC allows the capacity payments fo be
recovered through o capacity cost-recovery clanse, which is similar to, and works in conjunction with, energy
payments recovered through the fuel cost-recovery clause,

[ January 2006, PEF entered into a conditional contract with Gulfstream Natural Gas System, L.L.C. (Gulfstream)
for firm pipeline transportation capacily 1o augment PEF's gas supply needs for the period from September 1, 2008,
through January 1, 2031, The total cost to PEF associated with this agreement is approximately $777 million, The
transaction 15 subject to several conditions precedent, including the completion and commencement of operation of
the mecessary related expansions to Gulfstream's natural gas pipeline system, and other standard ¢losing conditions.
Dee 1o the conditions of this agreement the estimated costs associated with this agreement are not included in the
contraciual cash obligations table above,

In July 2006, PEF entered into a conditional contract with Deven Gas Services for the supply of natural gas o
sugmend PEF’s gas supply needs for the period from May o September for the vears 2008 through 200 1. The total
cost to PEF associaled with this agreement is approximately £251 million. The transaction is subject 1o several
comditions precedent, including the completion and commencement of operation of necessary related interstate
pipeling expansions, and other standard closing conditions, Due 1o the conditions of this agreement the estimated
costs associnted with this agreement are nol included in the contractual cash obligations table above,

In December 2006, PEF entered into a conditional contract with Cross Timbers Encrgy Services, Inc. for the supply
of natural gas to augment PEF's gas supply needs for the period from June |, 2008, through May 21, 20013, The total
o5l (o PEF associated with this agreement is approximately S1.026 billion, The transaction 15 subject to several
conditions precedent, including the completion and commencement of operation of necessary related interstate
nafural gas pipelme system expansions. and other standard closing conditions. Due to the conditions of this
agreement the estimated costs associated with this agreement are not included in the contractual cash obligations
table above.

In December 2006, PEF entered into a condittonal contract with Southeast Supply Header, LL.C. (SESH} for firm
pipeline transporiation capacity to augment PEF's gas supply necds for the peried from June |, 2008, through May
31, 2023, The todal cost to PEF associated with this agrecment is approximately 5271 million. The franzaction is
subject to several conditions precedent, incleding FPSC approval, the completion and commencement of operation
of the SESH pipeline project, and other standard closing conditions, Due 1o the conditions of this agreement the
estimated costs associated with this agreement are not meluded in the contractual cash obligations table above.

In December 2006, PEF entered mto a conditional contract with a private oil and gas company for the supply of
natural gas to augment PEF's gas supply needs for the period from June [, 2008, through March 31, 2003, The total
cost to PEF associated with this agreement is approximately $146 million. The transaction is subject lo several
conditions precedent, including the cempletion and commencement of operation of necessary related interstate
natural gas pipeline svslem expansions, and other standard closing conditions. Due o the conditions of this
agreement the estimated costs associated with this agreement are not includad in the contractual cash obligations
table above.

In Jamuary and February 20077, PEF entered into conditional contracts with Chevron Matural Gas for the supply of
natural gas to augment PEF's gas supply needs for the period from June 1, 2008, to May 31, 20013, The total cost i
PEF associated with these agreements is approximately $935 million, The transactions are subject o several
conditions precedent, including the completion and commencement of operation of necessary related intersiate
pipeling expansions, and other standard closing conditions. Due to the conditions of these agreements the estimated
costs associated with these agreements are not included in the contractual cash obligations table above,



CONSTRUCTION GRLIGATIONS

We have purchase obligations related to variows capital construction projects. Owur total payments under these
contracts were 3673 million, 5365 million and 3%1 million for 2007, 2006 and 2003, respectively. PEC's future
obligations related to Clean Smokestacks Act capital projects are T84 million for 2008 and 522 million for 2009,
Total pavments under PEC's comtracts related 1o Clean Smokestacks Act projects were $208 million and £225
eiblign for 2007 and 2086, respectively, FEC did not have anv paymentz related to consfruction obligations in 2003,
PEF has purchase obligations related 1o varnous capital projects related o new generatson and Florida CAIR. Total
payments under PEF's contracts were $467 million, 5140 million and $91 million for 2007, 2006 and 2005,
respectively. PEF’s future obligations under these contracts are $631 million, $188 million and $42 million for 2008
throwgh 2000, reapectively,

OTHER PURCHASE OBLIGATIONS

We have entered into various other contractual obligations primarily related to service contracts for operational
services entered into by PESC, parts and services comtracis, and a PEF service agreement related o the Hines
Energy Complex. Our payvments under these agreements were 97 million, 3122 million and $100 million for 2007,
200 and 2005, respectively,

We have entered into varsous other contractual oblizations primanly related to capacity and service confracts for
operational services associated with discontinued CCO operations. Total payments under these contracts were 38
million, 318 million and 517 million for 2007, 2006 and 2003, respectively. Estimated future pavments under these
contracts of 56 million are not reflected in the contractual cash obligations table above. Tncluded in these contracts
are purchase obligations with a counterparty for pipeline capacity throwgh 2009,

PEC has various purchase obligations for emission obligations, limestone supply and the purchase of capital parts.
Total purchases under these contracts were 321 million, 52 million and 510 million for 2007, 2006 and 2005,
respectively. Future obligations under these contracts are 322 million for 2008, 34 million each for 2009 and 2000,
and 53 million each for 200 1 and 2012 and £13 million thereatter,

PEC has various purchase obligations related to reactor vessel head replacements, power uprates and spent fuel
storage. Total purchases under these contracts were $8 million for 2006 and £13 million for 2005, with no purchases
in X007, Future obligations under these contracts are for spent fuel storage and wial £5 million, $8 million, 53
million and 31 millien for 2008 through 200 1, respectively.

PEF has long-term service agreemends for the Hmes Energy Complex. Total payments under thess contracts were
11 million, 512 million and %& million for 2007, 2006 and 2003, respectively. Future obligations under these
cogracts are 321 million, 514 million, £19 million, 512 million and 312 million for 2008 through 2012,
respectively, with approximately 330 million pavable thereafier.

PEF has varous purchase obliganons and contraciual commiiments related to the purchase and replacement of
machinery. Total payments under these contracts were 322 million, $21 million and $24 millien for 2007, 2006 and
2005, respectivelv. Future obligations wunder these confracts are 28 million and 56 million for 2008 and 2008,
respectively

B. LEASES

We lease office buildings, computer equipment, vehicles, railcars and other property and equipment with warious
terms and expiration dates. Some rental pavments for transporation equipment mclude minimum rentals plus
contingznt rentals based on mileagse. These contingent renfals are not siznificant. Our rent expenss under operating
leases totaled $40 million, $42 million and 538 million for 2007, 2006 and 2005, respectively. Our purchased power
expense under agreements classified as operating leases was approximately 569 million, 560 million and 514 million
in 2007, 2006 and 2005, respectively,
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PEC s rent expense under operating leases totaled 523 million, 525 million and 324 million during 2007, 2006 and
2003, respactively, These amounts inchede rent expense allocated from PESC 1o PEC of £6 million, 28 million and
57 million for 2007, 2006 and 2005, respectively. Purchased power expense under agreements classified as
operating leases was approximately $10 million, $10 million and £11 million in 2007, 2006 and 2005, respectively.

PEF's rent expense under operating leases totaled 315 million, $16 million and 511 million during 2007, 2006 and
20045, respectively. These amounts include rent expense allocated from PESC o PEF of 56 million for 2007 and 57
million each for 2006 and 2005, Purchased power expense under agreements classified as operating leases was
approximately £39 million, £49 million and 33 mallon in 2007, 2006 and 2003, respectively.

Assets recorded under capital leases at December 31 consisted of:

Progress Encroy PEC PEF
{in milliona) 24T 20006 2007 20045 2007 2006
Buildings 3267 ht.7 530 30 5237 ix
Less: Accumnulated amortization {20 {12} (13} {12) (7) =
Total S247 2 217 fl8 230 iH

At December 31, 2007, minimom annugl pavments, excluding executory costs such as property taxes, insurance and
maintenance, under long-term noncancelable operating and capital leases were:

Progress Encrey PEC PEF
{in millions) CipltedOpierattogy ciial. opeesihig "oupHEE Opliiliy
2008 528 £62 52 15 526 522
2009 29 41 3 i0 26 &
2000 28 25 2 7 26 4
2011 & 20 2 13 26 4
2012 28 £t 2 13 el 3 23
Thereafier 308 54 10 127 298 424
Minimum annuzl payments 449 £740 21 235 428 483
Less amounl representing impuied interes) (02 4y (198}
Present value of net minimum lease
payimenis under capital leases £247 e £330

[n 2003, we entered into an operating leaze for a building for which minimum anneal rental pavments are
approxmmately £7 millon. The lease term expires July 2033 and provides for no rental payments duning the last 15
vears of the lease, during which period £33 million of rental expense will be recorded in the Consolidated
Staternents of Income.

[ 2007, PEF entered into a purchased power agreement, which is classified as an operating lease, The agreement
calls for minimum anneal payments of approximately 328 million from 2012 through 2027 for a woal of
approximately 3420 millon.

Im 2005, PEF entered into an agreement for a capital lease for a building completed during 2006, The lease term
expires March 2047 and provides for annual payments of approximately 55 million from 2007 through 2026 for a
toal of approximately S103 million, The lease term provides for o payments during the last 20 vears of the lease,
during which pericd approximately 351 million of rental expense will be recorded in the Statements of Income.

[n 2004, PEF extended the ferms of an agreement for purchased power, which is classified as a capital lease, for an
additsonal 10 vears, The agreement calls for minimum annoal pavments of approximately £21 million from 2007
through 2024 for a total of approximately 348 mallion. Dus to the conditions of the agreement, the capital lease was
nat recorded on our or PEF's Balance Sheets until 20607,
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In 2006, PEF entered into an sgreement for purchased power, which is classified a5 a capital lease, Due fo the
conditions of the agreement, the capital leass will not be recorded on PEF's Balance Sheet until approximately 2011,
Therefore, this capital lease is not included in the table above. The agreement calls for minimum annual payments of
approximately 8 million from 20012 through 2036 for a total of approximately 3208 million.

Excluding the Utilities, we are also a lessor of land, buildings and other types of properties we own under operating
Ieases with various terms and expiration dates. The leased buildings are deprecisted under the same terms as other
buildings included in diversified business property. Minimum rentals receivabbe under noncancelable leases are
approximately $8 million, £7 million, $5 million, $4 million and £2 million tor 2008 through 2012, respectively.
Rentz received under these operating leases totaled 38 million, £9 million and $8 million for 20407, 2006 and 2005,
respectively.

The LHilities are lessors of electric poles, streedlights and other facilities, PEC's minimum remtals receivable under
noncancelable leases are $10 million for 2008 and none thereatter. PEC s rents received are contingent upon usage
amadl todaled 333 million for 2007 and 831 million each for 2006 and 2005 PEF's rents received are based on a fixed
minimwm rental where price varies by type of equipment or confingent usage and totaled £78 million, $72 million
and 563 million for 2007, 2006 and 2005, respectively. PEF's minimum rentals receivable under moncancelable
lcases are not material for 2008 and thereafter,

C. GUARANTEES

As a part of normal business, we enter into various agreements providing future financial or performance assurances
to third parties, which are outside the scope of FASE Inferpretation Mo, 45, “Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guaraniees of Indebiedness of (hers™ (FIN 43}, Such agresments
include guarantees, standby letters of credit and surety bonds, AL December 21, 2007, we do not believe conditions
are likely for significant performance under these guarantess. To the extent labilities are incurred as a result of the
activities covered by the guaraniees, such liabilities are included in the accompanying Balance Sheets.

At December 31, 20807, we have issued guarantess and indemmifications of and for certain asser performance, legal,
tax and environmental matters to third parties, imcluding indemnifications made in connection with sales of
buginesses, and for timely payment of obligations in support of our nonwholly owned synthetic fuels operations,
which are within the scope of FIN 45, Related 1o the sales of businesses, the latest notice period extends until 2012
for the majerity of legal, tx and environmental maters provided for in the indemnification provisions.
Indemnifications for the performance of assets extend 1o 20016, For certain maiers for which we receive timely
notice, our indemnity oblizations may extend bevond the notice penod. Certain indemnifications have ne hmatations
&s o time of maximum potential future payments. In 20035, PEC entered into an agreement with the joint owner of
certain facilitses at the Mayo and Roxboro plants to limit their aggregate costs associated with capital expenditures
to comply with the Clean Smokestacks Act and recognized a liability refated to this indemnification (See Note 21BL
PEC™s maximum exposure canpol be determined. At Decernber 31, 2007, the estimated maximum exposure for
guarantees and indemnifications for which a maximum exposure 1% determinable was £2427 million, including 532
millizn a1 PEF. At December 31, 20807 and 2006, we have recorded habilities related to guarantess and
indemnifications to third parties of approximately 580 million and $60 million, respectively. These amounts include
E30 millkon and E29 million, respectively, for PEC and 58 million for PEF at December 31, 2007 and 2006, As
current estimates change, i is possible that additional losses related 1o guaranizes and indemnifications o third
pariics, which could be material, may be recorded in the futurs

I addition, the Parent has issued 5300 million of guarantees of certain pavments of two wholly owned indirect
subsicianes (See Note X1}
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I OTHER COMMITMENTS AND CONTINGENCIES
SPENT NUCLEAR FUEL MATTERS

Pursuant to the Muclear Waste Policy Act of 1982, the Litilities entered into contracts with the DHOE under which the
DOE agresd to begin taking spent nuclear fuel by no later than Janwary 31, 1998, All similarly situated unilities were
required to sign the same standard contract.

The DOE failed to begin taking spent nuclear foel by January 31, 1998, In January 2004, the Utilities fled a
complaint in the United States Court of Federal Claims against the DOE, claiming that the DOE breached the
Standard Contract for Disposal of Spent Nuclear Fuel by failing to accept spent nuclear fuel from our various
facilities on or before Janwary 31, 1998, Our damages due to the DOE's breach will be significant. but bave vet 1o by
determined. Approximately 60 cases involving the government’s actions in connection with spent nuclear fuel are
currently pending in the Court of Federal Claims,

The DOE and the Utilities agreed to. and the trial court entered, a stay of proceedings, in order 1o allow for possible
efficiencies due to the resolution of legal and factual issues o previously filed cazes i which similar claims are
being purswed by other plaintiffs. These issues may include, among others, so-called “rate issues,” or the minimum
mandatory schedule for the acceptance of spent nuclear fuel and high-level radioactive waste by which the
government was contractually obligated to accept contract holders” spent nuclear fuel andfor high-level waste. and
issues regarding recovery of damages under a partial breach of contract theory that will be alleged to occur in the
future. These issues have been presanted in the trials or appeals during 2006 and 2007, Resolution of these isswes in
other cases could facilitste agreements by the parties in the Uiilities” lawsuit, or at a minimum, inform the count of
decisions reached by other courts if they remain contested and require resolution in this case In July 20835, the
parties jointly requested a continuance of the stay through December 15, 2005, which the trial court gramted.
Subseguently, the trial court continued the stay wntil March 17, 2006, The trial court lified the stay on March 22,
2000, and discovery commenced. The trial cowrt issued a scheduling erder on March 23, 2004, and the case went to
trial beginning MNovember 5, 2007, Closing arguments are anticipated in the second quarter of 2008 with a ruling
expected later in 2008. The Utilities cannot predict the outcome of this matter. In the event that the Utilities recover
damages in this matter, such recovery is not cxpected to have a material impact on the Utilities™ results of operations
given the anticipated regulatory and accounting treatment,

Im July 2002, Congress passed an override resolution to Mevada's veto of the DOE's proposal (o locate a permanent
underground nuclear waste storage facility at Yucca Mountain, Nev. In January 2003, the state of Mevada; Clark
Counfy, Mev., and the city of Las Vegas petitioned the U5, Counl of Appeals for the District of Columbia Circuit
for review of the Congressional override resolution, These same parties also challenged the EPA's radiation
standards for Yuccn Mountain, On July 9, 2004, the Court rejected the challenge 1o the constitttionality of tha
resclution approving Yucca Mountain, but raled that the EPA was wrong (o et a 10,000-vear compliance period in
the radiation protection standard. In August 2003, the EFA issued new proposed standards. The proposed stundards
include a |, (06 (-vear compliance pericd in the radiation protection standard. Comments were due Kovember 21,
2005, and are being reviewed by the EPA. The DOE originally planned to submit a license application to the MRC
to construct the Yuoces Mountain facility by the end of 2004, However, in November 20, the DOE announced it
would not submit the hoense application until mud-2005 or Bater. The DOE did oot submat the license application in
2003 and subsequently reported that the license application would be submitted by June 2008 1if full funding was
obiained for the project. The DOE requested 3345 million for fiscal year 20807 and received 3445 million. The DOE
requasted 5495 million Tor liscal year 2008, Howaver, Congress passed an appropriations hill which allocates 3390
millicn in fiscal vear 2008 for DOE"s Yucca Mountain repository program. As a result of the fiscal vear budger
reductions, the schedule for submitting the license application = being re-evaluated by the DOE. The impact o the
Yucea Mountain repository program cannot be predicied at this time,

O Detober 19, 20607, the IMOE certified the regulatory compliance of the document database that will be used by all
parties nvelved in the federal licensing process for the Yucca Mountain facility. The NRC did not uphold the
DOE's prior certification in 2004 in response to challenges from the state of Nevada. The state again is expected to
challenge the DOE s cermification process. The DOE has stated that of legislative changes requeested by the Bush
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administration are enacted, the repository may be able to accept spent nuclear fuel staring in 2017, but 2020 15 more
probable due to anticipated litigation by the state of Nevada. The Utilities cannot predict the outcome of this matter.

With certain modifications and additienal approvals by the MRC, incleding the installation of on=site dry cask
storage facilities at Robmmson, Brunswick and CR3, the Uthties’ spent nuclear fuel storage fecilities will be
sufficient to provide storage space for spent fuel generated on their respective systems through the expiration of the
operating hcenses, mcluding any flicense extensions, for their nuclear generating units. Harris has sufficient storage
capacity in its spent fuel pools through the expiration of its aperating license, including any license extensions.

SYNTHETIC FUELS MATTERS

A number of our subsidiaries and affiliates are parties to two lawsuits arising out of an Assct Purchase Agreement
dated as of October 19, 1999, by and among 5. Global, LLC {Glokal); the Earthoo synthetic fuels facilifies
(Earthco); certain affiliates of Eartheo, EFC Svnfuel LLC {which is owned indirectly by Progress Energy, Inc.) and
cerfain of its affiliates, including Solid Energy LLC: Solid Fuel LLC; Ceredo Synfuel LLC; Gulf Coast Synfuel LLC
{currently named Sandy River Synfuel LLC) (collectively, the Progress Affiliates), a5 amended by an amendment to
Purchase Agresment as of August 23, 2000 (the Asset Purchass Agreement). Global has asserted (17 that pursuant to
the Asset Purchase Agreement, it is enfitled fo an interest in two synthetic fuels facilities currently owned by the
Frogress Affiliates and an option to purchase additional interests in the two synthetic fuels facilities, (2} that it is
entitled to damages because the Progress Affiliates prohibited it from procuring purchasers for the synthetic fuels
facilities and {33 a number of torm claims related 1o the contracts

The first suit, (2.5 Glabal, LLC v. Propress Energy, fac ef ol (the Florida Glokal Case), asseris the shove claims in
a case filed in the Circuit Court for Broward County, Fla., in March 2003, and requesis an unspecified amount of
compensatory damages, as well as declaratory relief. The Progress Affiliates have answered the Complaint by
generally denving all of Global's substantive allegations and asserting numercws substaniial affirmative defenses,
The case 15 a1 1ssue, bul neither party has reguested a tral. The parties are currently engaged m discovery i the
Florida Global Case.

The second suit, Progress Synfwe! Holdings, fne @t gl v US Global, LLC (the Nonh Carclina Global Case), was
filed by the Progress Affiliates in the Superior Court for Wake County, N.C., seeking declarmtory relief consistent
with our interpretation of the Asset Purchase Agreement. Global was served with the Morth Caroling Global Case on
April 17, 2003,

On Mav 15, 2003, Global moved to dismizs the North Caroling Global Case for lack of personal jurisdiction over
CGilobal. In the alternative, Global requested that the cournt decline to exercise its discretion to hear the Progress
Affiliates’ declaratory judgment action. On August 7, 2003, the Wake County Superior Court denied Global's
modion (o dismiss, but staved the North Caroling Global Case, pending the outcome of the Florida Global Case, The
Progress AlNlistes appealed the superior court’s erder staving the case. By order dated September 7, 2004, the Morth
Caroling Court of Appeals dismissed the Progress Affiliates” appeal. Since that time, the parties have been engaged
in discovery in the Florida Global Case.

In December 2006, we reached agreement with Global 1o settle an additional claim in the suin related 1o amounts due
i Global that were placed m escrow pursuant (o a defined tax ¢vent. Upon the successful resolution of the [RS audit
of the Earthco svnthetic fusls facilities in 2006, and pursuant to a settlement agreement, the escrow totaling 342
millign as of December 31, 20046, was paid to Global n January 2007,

[n Junuary 2008, Global agreed 1o simplify the Florida action by dismissing the tort claims. The suit continues now
under contract theories alone. We cannot predict the outcome of this matter.

OTHER LITRGATION MATTERY

We and our subsidiaries are involved in varicus litigation matters in the ordinary course of busingss, some of which
invelve substantial amounts, Where appropriate, we have made accrualz and disclosures in accordance with 5FAS
Mo, 5 to provide for such matters. In the opinion of management, the final disposition of pending Hitigation would
ned have a material adverse effect on our conscelidated results of operations or financial position.
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23. CONDENSED CONSOLIDATING STATEMENTS

Presented below are the condensed consolidating Statements of Income, Balance Sheets and Cash Flows as required
by Rule 3-10 of Repulation 8-X. In September 2005, we issued our guarantes of certain payments of two wholly
owned indirect subsidiaries, FPC Capital [ {(the Trust) and Florida Progress Funding Corporation (Funding Corp ).
Our guarantees are in addition to the previously issued guarantees of our wholly owned subsidiary, Florida Progress,

The Trust, a finance subszidiary, was established in 1999 for the sole purpose of ssuing 3300 million of 7.10%
Cumulative Quarterly Income Preferred Secunties due 2039, Senes A (Preferred Securities) and using the procesds
thereof to purchase from Funding Corp. 3200 million of 7.10% Junior Subordmated Deferrable Interest Notes due
2039 (Subordinated Motes). The Trust has no other operations and its sole assets are the Subordinated Motes and
Motes Guarantee (as discussed below), Funding Corp. iz a wholly owned subsidiary of Florida Progress and was
formed For the sole purpose of providing lnancing to Florida Progress and its subsidiaries, Funding Corp. doez not
engage in business activities other than zuch fnancing and has ne mdependent operations. Since 1999, Flonida
Progress has fullv and unconditionally guaranteed the obligations of Funding Corp. under the Subordinated Motes
{the Motes Guarantee). In addition, Florida Progress guaranteed the payment of all distributions related to the 5300
million Preferred Securities required to be made by the Trust, but only to the extent that the Trust has funds
available for such distributions (the Preferred Securities Guarantee), The Preferred Securities Guarantee, considered
tegether with the Netes Guaranies, constitutes a full and wncoaditional guarantes by Florida Progress of the Trust’s
obligations under the Preferred Securities. The Preferred Securities and Preferred Secunities Guarantee are listed on
the Mew York Stock Exchange.

The Subordinated Motes may be redecmed at the option of Funding Corp. at par value plus accrued interest through
the redemption date. The proceeds of any redemption of the Subordinated Notes will be used by the Trust (o redeem
propertonal amounts of the Preferred Securiies and common securities in sccordance with therr terms, Lipon
liquidation or dissolution of Funding Corp., hidders of the Preferred Securities would be entitled to the liguidation
preference of 325 per share phus all accrued and unpaid dividends thereon to the date of payment. The yearly interest
expense is 521 million and is reflected in the Consolidated Statements of Income.

We have guaranteed the payment of all distribations related to the Trust's Preferred Securities, As of December 31,
2007, the Trust had outstanding 12 million shares of the Preferred Securities with o hguidation value of 3300
miillien. Cur gearaniees are joint and several, full and unconditional and are in addition to the joint and several, full
and unconditional guarantees previousky issued to the Trust and Funding Corp. by Florida Progress. Our subsidiaries
have provisions restricting the payment of dividends to the Parent in certain limited circumstances and, as disclosed
in MNode 128, there were no restrictions oi PEC's or PEF's retained eamings.

The Trust is a special-purpose entity and in accordance with the provisions of FIN 46K, we deconsolidated the Trust
on December 31, 2003 The deconsolidation was not material to our financial statements. Separate financial
sfatements and other disclosures concerning the Trust hawve not been presented because we believe that such
information is not material 10 investors,

[n the following tables, the Parent column meludes the financial results of the parent holding company only. The
Subsidiary Guarantor column includes the financial results of Flonda Progress. The Oiher column includes the
consolidated financial results of all other nonguarantor subsidiaries and elimination entries for all intercompany
iransaclions, All applicable corporate expenses have been allocated appropeiately among the guarantor and
nonguarantor subsidiaries. The fnancial information may ool necessanly be indicative of results of eperations or
financial position had the Subsidsary Guarantor or other nonguarantor subsidianes operated as independent entities.
The accompanying condensed consolidating financial statements have been restated fior all periods presented 1o
reflect the operations of Terminals and the synthetic fuels buzinesses as discontinued operations as describad in Mote
3B.
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Condensed Consolldarnp Saanciment of neoms
Year ended December 31, 2007

Subsidiary Frogrizs
[ i millions} Parent Gunrandor (Hbeer Energy. Inc.
Ckperating revenuss
Mon-allihale reveorues & B4 7GR S4_3ES 55 153
Affilinie revenucs o ] (85 "
Torsl operating revenues - 4 857 4796 T 153
(kpeTaiing expenses
Fieel msed in electric generation - I.7&4 1381 3145
Parchased power A 2 1 184
Oiperaion @ mambenanis I aiy g 12842
[Repreciation and amortizalsom 344 4L s
Taes odher tham on income - el 9z 301
{nher - 30 1 L
Tuotal nperating expenses 10 b 1419 10T
Oiperating (loss) incomss {10 619 ar7 1,546
nher income, net 27 47 4 T8
Inderesi charges, net 203 5% 1&7 SAE
| Loss} incnme frnm condinuing eperatéons hefore income fax. equity
in carmings of consodidated subsidiaries and minsrily inleresg {185 518 & 1,036
e Eas (heneli expense {79 17 1% 334
Equity im enrnings of tonsolidated subsidiaries 506 = {596
Hinm‘it:rinlm:l im swhsidiaries’ income. net of tnx - 19 - 19
Ingoamne [lngs) from eontinuing operations L i {198) fills
D:i.ll:rllTinI!d_ﬂFl’ll‘iDl.l. met of tax 15 {59 {145) (L&
Met imcome {loss) Fa0d 343 £343) £
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Condensed Consofidating Stabment of Income
Year ended December 30, Mo

Subsidiary Frogress
{en mallices) Paremt (ruaramenr ther Encrgy, Inc.
Dperaling revenies
Wom-affiliale revenues % 34,637 4087 38,724
Affllsate revennss - 41 {413 -
'rmllnplnlinq: TEVENBLS - 4,678 4,016 B, 724
Uiperaing eapenses
Fuel used m elcine penstalion - 1,B33 1,173 3008
Purchased power - Tl 34 1,100
Operation and mamlenmce 14 HiEd LR 1,583
Drepreciaiion nmd mmoriizmics - 46 fils 11
Taxes other than om income T[Hx 1%L SIHD
Cher - Zl 14 35
Tdal eperating expenses 14 4 1121 5200 1317
Dpilrlﬁnﬁilm::l imcome [ 14} 657 el 1 467
(Jther (expense] imcome, Bet (53] 55 21 43
Inteiesd chipis, met I 182 163 H2d
{Laas) imedme Trem eoafipuing operations belore ineome G, ogwiry
in earnimgs of comsolidnted subsidiaries and mimority imberest 1323 i il i
Inmcomse tax {benelit) expense (123] 174 288 X1
Equity kn earnings of eonsnlidated sabsidiaries TH - (7T -
Mimority imterest in subsldiaries” income, sel of tax - L = (18]
Imcomee {loss) rom conlinming operations 5 14 (363} 5]
Iscantimued aperatbons, net ol tax (%) 15 (330 i
el imtome (Joss) 571 e LGRS 5571

104



Condensed Consolsdaing Statement of Inoome
YWear ended December 31, 2005

Suhsbilary Progress
{m millipas) Farem Guarnmbor ther Emerpy, Int.
(dperating revenses
Mos-alliliate pevcnues L= 3,056 300 7048
Affilaae revenzes 188 {LEE) -
Tudal operating revenues - 4,144 ERE TR
Operating expenses
Fugl used im eleciric gerermion - 1,523 (RIETS 2350
Furchased posaer - it 354 LO4R
Chperation and imalnienanes 12 Bi2 Ul 1.7
[epreciniion and amartization 137 580 S
Taxes alher than i misens 4 i 177 44
CHbser {3} 'l (3]
Trdnl eperating expenses 16 1 ARD 3064 [
Crperaiing {loss) imeeme (1) i T4l | 3ER
Chiser ibComss [Eaperas], nel &6 i1} (53} 1z
Inierest charges, nei 105 163 107 575
{Loms) imceme frem condineing nperatioms before income fax, equity
in earnings of consolidaiod subsidarics and minority inlerest [255]) 1] SRl azs
Income dax (benelil) cxpense [EE]] ] il 111 20§
Eqmity in carmings of conzolidated subsiliaries 3 = (HE] =
Mimnrity imterest in subsidiarics" income, net of tax - {d] - (4]
Imcome (lessh lrom continng aperaisons [ 44H (30} 1
Dizcontinued aperations. net of nx 4 L2601 195 173
Cwmmlative eMect of elange in acoounming priseiple, sel of 155 = - | 1
Met income {loss) B9 174 370 1657




Condensed Conscdidaling Balanoe Shetl
Deember 31, 2007

Subsidiary Progress
{in rallicms Parent Gunramtor (Hher Emerpy, Inc.
Lility plamt, net 3= £7 50 £2.005 16,6005
Currenl amsils
Cash and cash eguivalenis 1BS 43 x 255
Short-term mvestmenls - - 1 I
Wotes receivable from affilisted compamics 157 140 [ 304
DaeFerried Fueld cost - f 148 154
Asaets 1o b divesied - 4R 4 52
Phrpa}mmu and pther curmenl asseis | 1211 [OE] I.513
Tatal currend assels ik 1457 Q55 1775
Deeferred debits and orther assels
Invwestrnend i codesalidated sahsiduaries 150 (L0 B6T)
Csdwill - | 1654 14555
Oher assers and dederved dehits 149 1,551 E551 31251
Tedul deferred debits amid siber assels 10118 I.552 (5.764) & Ale
Todal msseis SILAE] §L0A0R 34,1945 25 2E6
Capstalizanom
Common s0ck equily AT 3052 23052 a2
Prefemed stock of suhsidiarses — not subject o mandatary
redenipa i - H L a3
Minonty interest - &] 3 B4
Lomg-term deibd, alliliae - kL 58] |
Lomg germ debd, net 2597 2GRS ilEL E AGf
Tudal eaplialization 18,019 L2 135 1T 550
Currest labilslies
Currend portion of king=temm dehi . 577 300 £
Short-term debl il - - paill
Moaes pavable wo affilinted comprmies 7 (X
Fegulaiory liabdlities - 173 - 173
Lasbrilinies uo bee divested - K - i
Cmher current liahiliies i L 1028 Td& 1983
Tulal emrrend liabdlities 44 PR E 39 J48
[Deeferred credits amid ciber Rabilities
Moascarmeni isconee tax linbilnies 39 Eler] L] |
Regulaiory liabalities - 1,316 1,213 2519
mciensed pension and oiker benelits 12 47 4iu T
Capilal kease ahligations - s | I5 19
Ol Biahilutics and defierned eradils H JEK 127 1 &G0
Total deferred credits and other liabififics 44 2434 3313 5,702
Tostal eapiialiition and labilibes $114%] AT 54, 154 426,284
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Condinsed Consohidating Balance Sheat
Decemaber 31, 2HH

Subsaliary Frogress
{1m millicns) Farent Ceuearantnr {dther Energy. Ing,
Utidiey plant, net $- §6,337 SR.008 F15245
Carrenl assels
Cash and cash equavalents 133 4 1 P
Sherl-Ter INvEsnsnts | = S0 71
Motes receivable from affilialed companies Lt 37 [ ) =
Dielierred Tuel cost - - 156 19
Agsels o he divesoed . 121 K45 ]
hl:_Ea:.'m:nlsuﬂulllu'r current Fscls 27 1,060 1,025 2006
‘Toeal eurrent assers 235 1,258 200 ENE]
Delerred debars aid odlser assels
Envesiment in consclidaied subssdinmes 148, 240 - 11640, 740 -
CFoadwwill - | 14554 3655
Oithar zmseds and deferred dehits 126 1,556 1411 31593
Total elerred dibits and ather azsels 11 B 1,557 [5,575) 6, BAE
Tokal nweeis £11,125 9152 £5 430 £25.707
Capitalization
Comimen stock equity EB.280 £2. 708 FZ,70d) B, 285
Preferred stock of subsadiaries — not subject to mapdatory
redeivirlion - M 5 43
Ml imeamity mdomzsL b 4 |18
Lang-teren deta, affiliaie - Hr [38) 271
Lﬂ._l:lj-lﬂ'm debl. met X 5R2 1312 34M & 4nd
Toral caphtalizaton 10,808 5540 TEY 17,224
Current liabilivic
Cresd porion af longslerm dehi - 14 2 324
Mot pavable W alTilisted compiniis - 7 [T :
Lishilsties to he divesied — T 174 48
{:ﬂlLEr current |Iﬂ1’|‘!i|.'h:_£ P t] . | B4 Pl
Tatal current lakdlities £ 1457 L 1520
Meeferred eredits amid atbior [Eabalitics
Wonoumrent income tax liobil#tics | 251 32
Regulatory lsskalities - (W] 1,452 2543
Accroed persion and pther henefies 14 77 ik Q57
Cather lioblsties and delerned credals 1% 537 1,260 1 &%)
?n'rnl deferred credits and ncher liahibicies 47 2 s 3,530 ARG
Tatal capitalization and liabilitkes $10.125 %152 35430 25,707
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Comdersad ':.'U'H'Blﬂlllalrﬁlg Sratement of Cash Flows
Year ersded Decemnber 31, 20107

Subsidiary Frogress

{in millsans) Farent Guaranior (Hier  Emergy, In.
et cash provided hy nperating acivities i SR BHET 51,252
Tivesting activitbes
{iross property addilions - 11.2148) [755) {1,973}
Muclear foed additioes - 4] {1E4d) (228}
Procezeds fram sales of disconlimased operalions amd other assets, net

o sk divested - i1 [t | 673
Purcheses of avnilable-for-sale secundies and pther investmenis - {5411} [773) {1,413}
Proceieds from sales of available-Tor-sale secunities and other

INWEEDmEn|E 21 &0 T2l 1452
Changes in advanpes in affiliztes oG (1123 i =
Return of investensat i consalidated subsidany 4a0n - 13805 -
(ther imvesing activilies (il} 3 29 )
Sl cash provided (used) by investing acrivities p] | {1291 {397} {1.457)
Financing aclivitics
Isssaance of common sinck 151 - - 151
Davidends paid on commos s1ock (627} {4627
avidends paid o parent - {1y 10 -
Proceeds from issumice of short-term dibi wath orignal malurities

grepter than S0 days 176 - - 176
Mel imcrease m shor-lerm debl 15 -1 14
Proceeds from issnmce of long-term debe, ne - 3% - 739
Foetirement oF long-term dichl (24 {200y {324)
Chasges in pdvances from affiliales - 151 (1501} -
CHbker I:'|r|.r|:1|:'njh activities 4% i 54
Met eash (used) provigded by Arancisg acoivides [E75) RilS (3354 195
Metincrese (decrease] in cash and cash equivalents 1z 3 (d3} [y L
Cash anid eash equivalbemts st heginning of vear 13% Ak 2 265
Cash amd cash cqmivabemis at end of vear FIES 543 027 255
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Comdensed Consalidaling Staensent ol Cagh Flwa
Year epsded Decesnber 31, 2006

Subsidiary Frogress

{in nmillsans) Farent ruaramtor (riber Energy, Inc.
Peed eash provkded (used) by operating actividies §1,264 1000 Srandy 3001
Investing activilies
{rroes propenty additians oy (A6} (70T} (LT
Muckear fudd sddilors - 12y [102) {114
Proceeds from sales of discontnued opermiions mmd other msets, net

o cash divisbid - 1,242 415 BT
Purchises of avadabde-for-sale secaries and ogher investments %15 (ad5} (RIEY (2,452
Proceeds from sales of available-for-sale secarities and other

iBvestments L1 T4 1. 2431
Changes im advances io affiliales Al [5%) ER L -
TFroceeds Tom repavment of long-term affilaae Sl 131 - (131} -
Return of investment im consalidaled subsidaanes 287 [28T) -
Other "ml.'n.‘lmﬁ achviles {635 [§:1] A4 {23
Met cash provided (used) by investiag activities 743 419 WEIELY] 127
Financisg activities
Issasmce of commen slock 185 - - 185
Devidends pasd om comimeon siosk (0Th - - (07}
Deavidends paid to parent - {1,135% 1135 .
Mel decrease in shom-perms el - {3023 (733 (175}
Proceeds from ixsuance of lomg-term debd, net 07 . a7
Hetiremen of lopg-term debe (2,145} REL] - {Z,200%
Fetiremen! of lomg-term affiliale diht - {1313 131 -
Changes in advances Trom affilsaes - {143) 243 -
Cther firancing activities &} 18 |52 (0]
Ml caah {waed) provided by finascing activitkes (2,124} (1,78 1,384 [ 408)
Met decrease in cash and cash eguivalenis +1] {199y {55) [ 34}
Cash and cash equivalents at beginming of vear 30 139 127 &5
Cazh and cazh equivalents al end of year %153 540 572 5165
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Condensed Conseludsting Strlement of Cash Flows

YWear ended December 31, 2005
Sahsidiary Progress

(e mllicns} Farent Fuaranior dther Energy. Inc.
Met cash provided Ir:.- nFrltinF sctivilies 3257 L5049 _ﬁl.‘.ll L1407
Investing activities
Cross property addilions - {7143 {595 {1,513}
Muclen fuel additicns - {47y {74 1128
Proceeds from sales of discostinued operations and other asseix, net

ol cash dovesgad - 42 13 475
Purckases of availahle-for-sale securibes amd ather invesimments (1,702} [E LS (1, &TES 131.985)
Procends Fom sales of svaaleble-Tor-sale sccunings and ather

investmenes 1,12 Al 1,738 3E45
Chempges in advimies to allilabes 133 5 (338} -
Proseads from repaynsent of long-lenm affiliae deb E2it - L -
(Hher irl.mlinE acivalies 12} (2 {2} (41
et eash provided (used) hy investing sctivities L] {420y (1,504} 1.144)
Finamcing activilies
Bssuance of common sock IR : 20K
Dhwadensds paid o common 2ok (5H21 - - {5E2)
Divadends paid to parent {23 1 -
Mol decreiss mn Shost-term delt (170 (1% E {148 {50
Proceeds from issaamce of long-lerm dehl, met = T4 Koy 1542
Raetirersent af kng-term dichl (160 {10} (300 LRl
Retirement of long-ierm affiline debe - ] nt -
Chargges m advarcis rom allilials - [N LEINY 10 -
Chher financing nctivities [R] 51 %) k]
Met eash (usedp provided by EMH&IIE activities {713] 27 a13 227
Met increase in cash and cash equivalends M Ik 100 550
Cash amil cash cqaivalests a1 begimning of year 4 13 27 i5
Cosh amd cash cqwivalesis at cod of year 19 5230 5127 F605
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24. QUARTERLY FINANCIAL DATA (UNAUDITED)

Fesults of operations for an interim period may nod give 8 iree imdication of resulis for the vear, In the opinion of
management, all adjustments recessary 1o fairdy present amounts shown for interim persods have been mads.

Summarized quarierly financial data was as follows:

Progreis Energy
{in millions except per share data) First ™ Second ™ Third ™ Fourth ™
2007
Operating revenues 52072 2,129 52,750 52,102
Operating income 351 Ji 610 284
Income from continuing eoperations 159 1 32T 1ol
Met imcome (losa) ] {193) 319 o3
Commaon stock data
Basic earnings per common share
Income from continming operations .63 .42 L.27 0,34
Met income (loss) 1.8 {IL75) .24 040
Diluted earnings per common share
Income from continuing operations 062 .41 1.27 039
Mel income (loss) 1.0& (0.75) 1.24 0140
Dividends declared per common share LA LR 610 0615
Market price per share - Wigh 5160 5175 4948 50,25
= Low 47.05 45,15 4312 44,75
2006
Operating revenies 31,985 52083 32,590 2057
Ciperating income 295 332 570 2%
Income from confinuing operations &7 11 2648 1M
Met income {lossh a5 (47 319 254
Common stack data
Basic earnings per common share
Income from continuing operations before
cumulative effect of change in accounting
principls 0.27 .44 1.07 .42
Met income {loss) 0.18 (019 1.27 1.01
Diluted eamings per common share
Income from continuing operations before
cumulative effect of change in sccounting
principle 0.27 .44 1.07 42
Met income [ loss) .18 (019 1.27 1.0]
Dividends declared per common share (605 0605 0605 0ali
Market price per share — High 45.31 45.16 456.22 49,55
Ly 42,54 40,27 42.05 44 .40

" Oiperating resulis have been restated for discontinued operations.

In the opinicn of management, all adjustments necessary to fuirly present amounts shown for intennm pericds
have been made, Results of operations for an interim period mav not give a tree indication of resufts for the

vear, The 2007 and 2006 amounts were restated for discontinued operations (See Mote 3,
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PEC

Sumimarized quarterly financial data was as follows:

{in millions} First Secomd Third Fourth
2007

Dperating revenoes 51,058 SEHHG 51,286 51,045
Crperating income 235 150 375 170
Met income 124 58 204 a5
2006

Oiperating revenues E078 e £1.200 £072
Operating income 159 174 3da 178
Met income i T | B9 106

In the opinien of management, all adjustments necessary fo Fairly present amounts shown for interim periods have
been made, Results of operations for an interim period may nol give a true indication of results for the year,

PEF

Summarized quarterly financial data was as follows:

[in millions] First Second Third Fourth
2007

Operating revenues 51,001 51,129 51,456 51,153
Dperating income 117 125 135 1A
Met income 61 i 138 S
200k

Operating revenues £1.007 51147 51,3949 51,084
Ciperating income 117 ka7 237 122
Met income 53 &7 125 3

In the opinton of management, all adjustments necessary 1o fairly present amounts shown for ierim periods
have been made, Resulis of operations for an miterim period may net give a true indication of resulis for the

YCar.
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REPORT OF INDEFENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, [NC.:

W have audited the consolidated financial statements of Progress Energy, Inc., and its subsidianes {the Company)
at December 31, 2007 and 2006, and for each of the three years in the period ended December 31, 2007, and the
Company's internal control over financial reporting as of December 31, 2007 and have issued our reports thereon
dated February 28, 2008 (which report on consolidated financial statements expresses an ungualified opinion and
includes an explanatory paragraph concerning the adoption of new accounting principles in 2007 and 206}, such
conzolidated financial statements and reports are incleded elsewhere in this Form 10-K. Our audits also included the
consolidated financial statement schedule of the Company listed in Item 15, This consolidated financial statement
schedule is the responsibility of the Company’s management. Our responsibility is 10 express an opinicn based on
our audits, In our apinien, such consolidated financial staternent schedule, when considered in relation to the basic
conselidated financial statements taken as a whole, presents fairly, in all material respects, the information sef forth
therein,

‘5 Deboitte & Touche LLF

Raleigh, Morth Carolina
February 28, 2008
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FPROGRESS ENERGY, INC.
Schedule I1 - YValuation and (ualifyving Acconnis

For the Years Ended
(in millions)
Halance at Additions Halance a1
Beginning Charged 1o Cher End of
Description of Pericd Expenses Additions  Deductions™ Period
Valuation and qualifving accounts deducted in the balance sheat from the related assers:
DECEMEER 31, 247
Uncollectible pccounts 28 526 51y 24y 519
Fuossil fuel plants dismantbement
reserve 145 1 (2} 144
MNuclear refueling outage reserve 16 15 (29) s
DECEMBER 31, 2006
Uncollectible accounts 519 529 5- 5200 1IR
Fossil fue] plants dismantlement
TEserye 145 I - [y 145
Nuclear refueeling outage reserve 2 14 - 15
DECEMEBER 11, 2003
Uncollectible accounis §22 8la 5- R19) 219
Fossil fuel plants dismantlement
TESErYe 144 I _ 145
Muclear reluehng outage reserve 12 11 - 2™ 2

" Peductions from provisions represent losses or expenses for which the respective provisions were created. In the case

of the provision for uncollectible accounts, such deductions are reduced by recoveries of amounts previpushy

written off.

™ Represents payments of actual expenditures related 1o the owages.
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REFORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF MEECTORS AND SHAREHOLDERS OF CAROLINA POWER & LIGHT COMPANY
d'b/a PROGRESS ENERGY CARCLINAS, INC.:

We have audited the consolidated financial statements of Carolina Power & Light Company ditva Progress Encrgy
Carolinas, Inc., and its subsidiaries (PEC) at December 31, 2007 and 2068, and for each of the three vears in the
period ended December 31, 2006, and have issued our report thereon dated February 28, 2008 {which repon
expreszes an ungualified opinion and inchedes an explanatory paragraph concerning the adoption of new accounting
principles in 2007 and 2006); such consclidated Goancial statements and report are mcluded elsewhers in this Form
10-K. Our audits alse included the consolidated financial statement schedule of PEC listed in Mem 15, This
conselidated  financial statement schedule is the responsibility of PEC's management. Our responsibility is fo
express an opinien based on our audits. In our opinien, such conselidated financial statement schedule, when
considerad in refation to the basic consolidated financial statements taken as a whole, presents fairly, in all material
respects, the mformation set forth therein,

faf Deloitie & Touche LLEF

Faleigh, Morth Caralima
February 28, 2008
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CAROLINA FOWER & LIGHT COMPANY
dva FROGRESS ENERGY CAROLINAS, INC,
Schedule 11 - Valuation and Qualifving Accounts

For the Years Ended

[in millions)
Balance al Additions Balance at
Beginning Charged to Orther End of
Drescription of Period Expense Additions  Deductions (a) Period

Waluation and qualifying accounts deducted in the balance sheet from the related assets:

DECEMBER 31, 2007
Uncallectible acconnis s LLL 32 1) 56

DECEMBER 31, 2k
Uncollectible accouns 54 59 8- &) i3

DECEMBER 31, 2005
Uncollectible accounts $10 $5 g S(11) $4

(a)} Deductions from provisions represent losses or expenses for which the respective provisions were created,
Such deductions are reduced by recoveries of amounts previously written off,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF IMEECTORS AND SHAREHOLDER OF FLORIDA POWER CORPORATION d'h'a
PROGHRESS ENERGY FLORIDA, INC.:

We have awdited the financial statements of Florida Power Corporation d/&a Progress Energy Florida, Inc., (PEF) at
December 31, 2007 and 2006, and for each of the three vears in the period ended December 31, 2007, and have
issued our report thereon dated February 28, 2008 (which report on financial statements expresses an ungualified
opinien and incledes an explanatory paragraph conceming the adoption of new accounting principles in 2007 and
206); such financial statements and report are incleded elsewhere i this Form 10-K. Our audits also included the
financial statement schedule of PEF listed in Item [3. This financial statement schedule iz the responsibility of
PEF’s management. Cur responsibility is to express an opinion bazed on our audits. In our opinion, such financial
statement schedule, when considered in relation 1o the basic financial stalements taken as a whole, presemiz Girly, in
all material respects, the information =2t forth therein,

taf Dreloitte & Touche LLFP

Ealeigh, MNorth Carceling
February 28, 2008
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FLORIDA POWER CORPORATION
d'b'a PROGRESS ENERGY FLORIDA, INC.
Schedule 11— Yaluation and Qualifyving Accounts
For the Years Ended
{in millions}

Balance at Additions Balance ot
Heginning Charged to Other End of
Descripdion OfF Period Expense Additions Deductions (a) Period
Waluation and qualifving accounts deducted in the balance sheet from the related assets:
DECEMBER 31, 2007
Uncollectible accounts b3 514 51 313 10
Fossil fuel plants dismantlement
reserve 145 1 = () 144
MNuclear refueling cutage reserve 16 15 H (2% 2
DECEMBER 31, 2006
Uncellectible sccounts 36 314 5 312) b3
Fossil fuel plants dismantlement
TERCTVE 145 | - {1} 145
Muclear refiseling outage reserve Z 14 - - 14
DECEMBER 31, 205
Uncollectible sccounts 52 310 5- 3{6) 6
Fossil fuel plants dismantlement
reserve 144 | — - 145
Nuclear refueling outage reserve 12 1 {213™ 2

{a} Deductions froan provisions represent losses or expenses for which the respective provisions were created. In the case
of the proviston for uncollectible accounts, such deductions are reduced by recoveries of amounis previously wrllen

aff.
{b) Represents payments of actual expenditures related to the outages.
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